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ON THE NATURE OF MERC'ANTIUST TARIFI 

DY 

Paaimal Roy, M.A., 

hnturfir In Onrvti f uff/ rsthj. 

The Mercantilist view of foi-eign trade onu Ik' un- 
co uivoc ally stated. Foreign trade was considered by the 
Mercantilists to be the means by which a nation could 
attract to itself ‘wealth and treasure* from abroad. It, 
however, was to assume a special character, for, hv tlie 
imposition of import restrictions, the exports were sought 
to )>jedominate the imports. The main burden centied 
around the so-called favourable balance of trade, and this 
was in perfect harmony with the Mercantilist conception 
of the role of precious metals in the sphero of public 
finance, expressed so succinctly by Colbert who snid, 
“Trade is tne source of (public) finance and (public) 
finance is the vital source of war.*'* It is proposed to 
show in course of this paper that in conformity with this 
general Mercantilist outlook in regard to the ))recious 
metals and their bearing on public finance, the ira|)ort and 
export duties as advoca^ by the Mercantilist writers, 
were, from the standpoint of ultimate purpose, revenue- 
yielding. 

Evidence in support of this proposition is beat sough i 
in the wi'itings of Sir William Petty. This is for two 
reasons. In the first place. Petty elaborated on this 

‘Quoted by Heckseber in his Menonlilism CVol. 11), p. tj. ;il>* 
brevlatcd hereinafter as TTk, II. ty. ihe last fistcrc mcliidhiF iIh« fviej- 
mark, 
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question in greater detail than any other Mercantilist 
writer. In the second place — and this is much the more 
important consideration — since it is claimed in many 
quarters- that Sir William Petty was the most rational 
and enlightened of the Mercantilist writers belonging to 
the latter half of the 17th century, it is perhaps fair to 
draw mainly on his writings rather than on <anv other’s, 
so that it may not be argued in any sense that the [)roposi- 
tion is ill-founded. 

Petty’s admirers claim him the distinction of 
I icing one of the few eminent Hritish economists of his 
))eviod ‘who laid the foundation of a . . . more rational 
doctrine’ than can ordinarily be attributed to a Mercan- 
tilist. While this claim is easily conceded, it docs not 
cci’tainly follow that Petty was so free from the prevailing 
mercantilist notions that he could sec the advantages of 
unrestricted commerce. For, Petty advocated the imposi- 
tion of both import and ex|>ort duties. 

The mcusuies of export <luties which he suggested, 
wore clearly prompted by the mercantilist instinct of 
increasing the money receipts from exports, with a view 
tf) adding to the 'riches’ of the country. The duty, while 
naturally unable to stimulate exports, could not diminish 
them eithei'. for. its imposition was conU‘mi)lntcd on an 
export like tin, ‘a native commodity which governs the 
^larket abroad. Meade in Cornwall at 4d. a j)ound, and 
capable of yielding 12d. in France, it was evidently a 
monopolised commotlity which could sell at a maximum 
pruc of I2d. a pound. The Sovereign, so was the argu- 
ment, ought to have his share in this potential and 'extra- 

inary profit. And the best way of realising it was to 
lUace on the commodity an exiiort duty such that all home 
ITorhirers miRht be compelled to take in the slack, and 

ovL.. *■'« price. Thus the 

itt would earn in the first instance an extra 

tu\s ./ff Jhe producers, and subsequently transfer it to 

of .•X|. 0 r» 'I'minishincr the volume 

-f It. elf. If, however, u was to be assumed that 

t^he i>rodurors were by coml>ins:.ion already realising the 

a duty would not make any now 

fu rliv • income of the producers. Imt would effect 
Its diversion straightway. 


’ IIiill*< Jeir^luctinn ir» nmnrmJic WriUrii* 


^ 1>. Ixix, 
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a 

iv^wd (0 import duty. Petty [»erh;n)s \n(is i,k)iv 
aggress lyelv ol a mercantilist disposition. C'ustoms iinun 
unported comnioclities. said he. should be placed in rcsiieet 
ot all things ready and ripe for Consumpliun,' so thiu 
Uiey may be made somewhat dearer tlian the same lljiim> 
grown or made at home;*'- and, furllier. “tliat all Suiter- 
ttujties tending to Luxury and sin, might be loaded witli 
so much Impost, as to serve ... to restrain the use of 
tnem. llm main purpose hei^e was to discourage 

unporu in order that the balance of trade might bo Is 

® could be.*' Accordingly, for goods vw- 
ducible both at home and abroad. iiniKU't efuties wei'e 
advocated with a view to confining home con8unn)tk)n to 
the domestic market, while goods of exclusively foreign 
origin were to be completely shut out by the erection of a 
sufficiently high tariff barrier. 

The conclusion then is this. Petty was enough of a 
Mercantilist not to overlook the importance of export 
trade, and that is why he confined the use of export duties 
to special commodities like tin where the duty would 
merely increase its price in the foreign market and, there- 
lore, the money incomes of the home producers, witliout 
diininlshing the actual volume of its export. Secondly, 
he had also enough of that mercantilist weakness for 
‘ridies* which led him to favour inifiort duties on all 
consumption goods, producible and non-producible at 
homo, so as to decrease the volume of import from abroad. 
The result 18 that the export duties ^^*ere dti't'Cfly prodiu'* 
tive of revenue to the State in so far as the Sovereign 
shared in the extra-ordinary profit of the home producers. 
The import duties were also uUimatf'ly so, lo the ox ten I to 
which the additional * riches’ consequential upon the 
restriction of imports, could be diverted to the coffers of 
the State. 

But the question arises as to whether l^eliind all tliis, 
there was also an appreciation of the protective power 
which customs might wield against foreign comjietition 
for the industrial development of a eountiy. 

The history of external economic policy of t lie 17 th- 
century Europe is characterised by a phase of which the 

^Treatise (Ed. Hull), Vol. I. Ok VI. p. 56. 

* We shad return to this puint l.ilvr. 
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kevnoUi was the lusteiiiig of imtioiial industries. Wc 
cannot here do better than quote Scluiioller who described 
the general features of this policy in the following words: 
“Dilficulties were put in the way of the importation of 
jiianufactured goods, and their production and exporta- 
tion were favoured by the prohibition of the export of raw 
materials, by bounties on export, ainl by coinniercial 
treaties. Kn courage meat was given to domestic shipping, 
to liio fisheries, and to the coasting trade by restricting or 
f o r bid d i ng fore ign co in i>eti tion . Comi ne r c c with the 
colonies, an<l the sup} dying of them with Knropean wares, 
was reserved for tlie mother country. 'I ’he importation of 
colonial produce had to taikc place directly from the colony 
itself, and not by way of other European ports; and every- 
whcic an attempt was made to establish direct trading 
relations by great privileged trading com) Janies, and ))y 
stale aid in inaiiifohl ways .... The lliongla pursued 
everywhere was this: as coin|>etition with other countries 
lluctualcd up and down, to cast the weiglit of the power 
of the Stale into tlie scales of the balance in the way 
ilematnied in each case by national interests.’'*^ 

'I'his scheme of commercial )»>licy wWivh iIk* <li(fcr<'iil 
govcrimicnts of luirupc generally adopted for llio safe- 
guarding t>f imticmal industries, ultimately culmijiated 
iiiio Ihoieetionism. But it would Iw losing a great pnim 
of jjreeision if any Isidy were to conclude that Mcroantil- 
isin as such had anything to do with it. Indeed, 'riiomns 
Mans Porahh- of (hr ff u.shsunfuonr of wlii<‘h the moral 
seemed to roiisist m a shift of emphasis from a sliorUerrn 
MOW of things to a considuralion of permanent, effects— 
laises (iiutc contrary susihcion. although it also needs to 
1.0 mci,tione<l tliat no Mercantilist writer is known to have 
advocated the decree of freedom to commerce, which the 
|Mial>k- .nay impliedly suggest. Nor, again, did a^nv 
.\Ierc;ant.l.st writer ever j.ut forward in support of Looh 

csir.ctions or exp.j^rl premiums, the long-tenn view "th.it 
bv such measures home production could be increased to 

■n^ .va.i,.,.,. ,,,, 

ihr trrmml. wv will ralhcr acct ni hi, I ' ^ '7'*'' <‘<>rn iiuo 

l>m xNc con^Klcr his labours in ih< Vrxt ^ : 

Wavoiir^. «-r bnri ihr wonh aiirl nlomiVw ^ cn- 
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such au extent that I here would liiiall\ reinaui a urea lei 

X 1 .... - * o 


total quantity ol‘ goods within the countr\ 


llrrlsM 1 K*l 


very 


JS 


Xu Ills great woik ufi .»\f 1 ml 

makes au interest ing slmly. “( However ) ii 
remarkable, says he, 'that as a iiile uierea util ism did 
•(ijt roeogui/e ihi< u iu rnm t’oi i inniMfi. 

. ’ the ultimate uureaM* in the i»l ;ivailal>le 

uomuiodilies which, ueeordiiig to Mini, represented the 
‘worth and plentiful enerease’ of tlie husbandman 
labour. *' liy this observation Professor Heck seller wishes 
to make out that the protectionist clcmeiii in ilcivantilism 
— of wliich, seemingly, the esksleiiec cannot )>e gaiusaiil — 
was inspired by considerations which were iml quite ilie 
long-term jn'ospeets of abundant supply. And, on this 
assumption lie makes an interesting analysis, lie goes 
hohiiul the mind of the produeei's whose interests had to 
be ‘protected/ and traces the origin of Mercantilist ))!•(•• 
tectionism to ‘*a definite attiluile towards goods, the 
‘four of goods’ or the ‘gosj)cl of high prices ‘ ” From the 
producers’ standpoint, explains Pi-ofessor llecksciicr, the 
danger— accordine to the Mercantilists — lay “in liavhig 
too much, in not oeiug able to dispose of the goods, and 
in having them remain on one’s liaiids; while the object 
is to rid oneself of them as fast as jiossiblc.'’^" 1‘his was 
the ‘fear of goods,’ and mercantilist jjiotectioiiisni, accord- 
ing to hiui, emanated out of this. So great, indeed, was 
tlie concern for unsold stock that tlie civation of ‘a 
constant dearth in the home market' became the avowed 
object of all luercantilist { — tile?) regulations. As a 
I’csult, ’native' consumption came to be increasingly dis- 
countenanced, and this attitude liecame crystallised in a 
deniuiKl for an export surplus, — a viewjKiint which 
emerged out of three characteristic, if interconnected, 
notions, , 

(a) the necessity of increasing the stock of precious 

metals in the country, 

(b) the cicsirabilitv of an ex j)ort surplus and 

(c) the idea of selling being an end in itself. 

We might, if we chose, leave Professor Heckscher’s 
viewpoint at this, without entering into any argument 


•Hk. II. U4- 
•Uid. 

‘•Hk. II. 57. 
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n gainst his contention. Vor, although he means by ‘pro- 
icclionism' a policy “douiiiialed by producers* interests/' 
he guards “against a possible misunderstanding on this 
|H)inL" by warning the reader that, as used in his book 
“the word does not i*efer to the presence or absence of 
govcnuiiental measures, as such, interfering with economic 
artivily. Tliat »s to siiv, ii is fiot protectionism as 
uidinarily understood. 

“I'rotectionisui.** says Professor lleckscher, *‘(here) 

I a ken to be tlio outcome of a dehnite attitude towards 
goods, ilie dear of goods* or (lie ‘gospel of high prices.' " 
d'liis connotation makes for at least two important charges 
against its author. The hrsi of them is the connotation 
itself, which is so wide that any i>roducers‘ policy designed 
with a view to ])roinoling their interests, short of invoKing 
the State aid. would fall under it. Thus restrictionism 
would also l)c a form of protectionism. It were better, 
indeed, if the Tear of goods’ and all that it allegedly 
ill terms of practical jKilicy. were expressed by a 
trim culier than ‘prolectionisin' which from ‘respectable 
niiii<[uity‘ has stood for a shifting of the home producers’ 
los.s in view of foreign competition, to the domestic con- 
Mimei.s ill rough a system of import duties (or to the tax* 
I layers through a system of bounties) levied by the State. 
Secondly, — and this is more important — even if the 
departure From its usual meaning is accepted, protection- 
i'^m arising out of a fear of ‘a dead stock called Plenty,' 
•'un hardly be traced to any Mercantilist writer. Plenty 
'N as considered the gravest danger by interested merchants 
wlio saw in the Mercantilist idea of an export surplus an 
intellectual support for their own eagerness to dispose of 
their goods, possibly in the foreign market. It is true as 
Professor Heckscher points out, that native consumntion 
was valueless m the eyes of the Mercantilists *3 But from 
tins It does not follow-as he seems to make out-that it 
was on account of this that im|,orts were sought to be 
restricted or completely prohibited so that there might not 

arise in thft rnnnlrv ‘a iiugiitr not 


one lo^h on,, 
Hk. II, ?S. 
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General is not at all the Richer; InU all Foreign (.’onsunit)- 
tion IS a Clear and Certain Crofil" (Davonunt). Tliat is 
to say, if home consumplion can W reduced, it would iiui 
only mean mo 1*6 exportation of homo -in a do goods, laa als(» 
less importation of foixdgii goods, and ilins a greulei 
export sui'plus. I his terlaiuly was triorcain ihsm ffor 
> (^11 th^. (itlier liand. pmihucrs' itUrtv.vi is ii(»t 

necessarily served by discounting native consnniption. 
For, it the home market can lake up the w'IkjIc stork tlioiv. 
can be no feaj' of goods, and more and imu'c can he produc- 
ed or imported fi'oni abroad and sold nl Iujiik*. Quite 
conceivably, it must have been jn'oducers who exclusively 
catered for foreign markets, or those wliosc supply e\cee<i* 
cd the home demand, that rationalised their ‘fear of go<jUs' 
into the Mercantilist doctrine of export being an end in 
Itself. But it will j>atentlv l)e a confusion if anybody weie 
to conclude that, tn emphasising the need lor an oX)>ori 
surplus, Mercantilists wanted to protect home juoduceis 
from the 7 ear of goods/— although this is a species of 
protectionism with which, so far as our piescul <*onlest 
goes, we are not concerned. 

Nor had tlie Mercantilists anything to do with jiro- 
tectioniRin as ordinarily understood. Tlieir business was 
not to give select prcducei-s |)rotection from foivign coin- 
))€tiUon by the imposition of suitable <luties. Confusion 
in UiiH rcsjject arises out of the almost universal advot^acy 
duties, found in the Mercantilist literatuie. It 
IS furthermore confirmed by instances in which the propos- 
ed import duty is sought to be made so heavy tfint it may 
shut out foreign goods altogether. But. as \vc have al- 
ready suggested, the import duties— although they were 
not imposed with any immediate view* to State revenue, 
were not also protective either. The main i)urf)08e— to 
repeat a suggestion alreadv made— was to discourng<‘ 
im))orts so as to improve the balance of trade. Seeminglv 
unproHiu'tivc. the import duttos were ultimately revenne- 
yiclHing. 

Consider the import duties advocated Iw Sir Williatn 
Petty. Til* divided dutiable goods into two classes: (I) all 
things really and ri))e for consunifUion and ( 2 ) all 
anperfluilies leading to luxury and sin. In resf)e<t of the 
first category of goods, import duties were recommended 
80 that they “may be made somewhat dearcr than the same 
things grown or made at home.“ Thus these w’cre goods 



8 


PARIMAL ROY 


wliidi were producible l)oth at home and abroad. As for 
stiporfluities tending to luxury and sin. they, according to 
i\*tty, might l>e loaded with ‘so much impost as to serve 
. . .* to restrain the use of them/ From which it follows 
that these were goods not producible at home, so that all 
that was neoessan* for restraining the use of them was to 
stop the foreign source of these goods. Now. an import 
dulY imposed on gofjds not producible at home is certainly 
not iirotecttve. Ih'otectionisin III us <!oes not bellow from 
tins secmnl <‘alegoiT of clulies, \Vlia( perhaps looks like 
proleeliohism is the other duty recommended on things 
‘ready a.ml ripe for consumption/ for, sueh a duty is 
I ontemplated with a view to making them ‘somewhat 
dearer than the same things grown or made at home.’ In 
fa<‘l, it is the insnirH icnt and often careless reading of this 
niid similar observations of the Nfeivaiitilist writers dial 
lias led to ilie belief in certain (juarlers'' (hat Mercantilist 
tariff was proteeiionisi in aim. But wliether IVtty 
meant it to lie so, can l>e ascertained only (*n an exaniina- 
lion of his whole attitude to\var<is eustoms duties, rather 
than from isolated remarks read apart from their cniitests. 

IVttv was never in favour of eustoms rlnties. 
Admirers of Betty who have not sufTicienlly investigated 
!h(' reason for this dislike, have ffuuid in it evidences of 
inlellectual enlightenment far above the mercantilist order. 
In fact, however, it dul not arise out of any policy of 
(’ommercial freedom (for that is what ‘enlightVnmeni' is 
s\ii>iiose<l to stand for) which TVtlv can l>e [>roved to have 
actually a<lvocatefl. !Ic simply thought that eustoms liad 
outgrown their necessity and should, therefore, Iw abolish- 
ed. Acr fading to him. “ . . . Customs at the first were a 
procmuim allowed the Prince for jirotecting the (‘arringe 
of (Joods both inward and outward from the Pvrats . . . 
And finally, (that) the Customs had been an ensnranee 
\il)oii losses bv enemies, as the ensnranee now usual, is of 
the oasuabties of sea. winde, weather and Vessel or al- 
together . .’••• “But,” he added, “be it what it’will, it 
anciently established by T,aw. and ought to be i>ai<l 
until It shall lie abolished. Only I t<ake leave as an idle 
philosopher to discourse upon the Nature and Measures of 
It. ^ • Petty’s position in respect of eustoms is thus clear- 

•' ViHr holow, p. <), cl seq. 

'^Trcathc. VoL T, Ch. VI, p. 54 
fhid. ^ ^ 
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ly indicated. Potty novor saw it) ilioni an itistrainont lor 
protecting homo indnslrios I’rotn 1‘orci^ii comi»olitiou, 
Having been purely of the iiatiiiv of pieuiiuins for in- 
surance against piracy on son. tliey had in JVtly's lime 
outgrown their necessity. And Petty, wlule hMiking for- 
ward to their eventual aholilion. <li.'«coiirsed n)‘on the 
‘Nature and Jleasures' of them. It is against lliis wliolc 
background that we have to in tor fuel the nicasnres of 
customs upon imfKJrted cominotlities. whicli Petty suggest- 
ed. So interpreted, import duties on all things ready and 
ripe for coiusumption, seem to have Iven a<lvocate<l only 
wjth a view to confining honie consumption to the <lomestic 
market so that the balance of iratlc miglit improve, — atn) 
with it, the coffei's of the Stale. 

Another ob.se I'vat ion of Petty, whicli on hasty .judg- 
ment is cai>al)le of protet'tionist interpretation, is (he 
following: . . all things not fully wrought ami manu- 

factured. as raw Hides. Wool, Beaver. Haw-silk, (‘ottoii: 
as also Tools and Materials for Manufacture, as also 
Ihcing-stuff, etc., ought to lx? gently dealt with."''’ On 
this point, however, Adam Smith remarked as follows: 

‘‘Though the encouragement of exportation, ami 
the discouragement of imuortntion, are tho 
two great engines by which the mercantile 
system fjroposes to enrich every country, yet 
with regard to some particular commodities, it 
seems to follow an o])i>ositc plan: to discourage 
exportation and to encourage importation.’* 

(Wealth of Nut ions. Pk. 4. C’h. 8— opening lines.) 
But Adam Smith know that this reversal of the usual 
practice of obstructing iinjjorts and encouraging o\|inrls, 
was not advocated with a view to any pi'otcctionist idea, 
Continuing he said: 

“Its ultimate object, however, it |>retends, is always 
the same, to enrich the country by an 
advantageous balance of trade. It discourages 
the exportation of the materials of manufac- 
ture, and of the instruments of trade, in order 
to give our workmen an advantage, and to 
enable them to undei*sell those of other nations 
in all foreign markets; and by restraining, in 
this Dtanner, the exportation of a few com- 


*• Ibid., p. 56. 
F. 2 
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modities, of no great price, it proposes to 
occasion a much gieater and more valuable 
exportation of others. It encourages the 
imporUition of the materials of manufacture, 
in order tliat our own ]>cople may i)e enabled 
to work them up moiv chcaj)ly. and thereby 
prevent a gi-entei* and more valuable importa- 
tion of the manufactured commodities.'' 

(Ibid.) 


Tlius according to Adam Smith, llie relaxation recoin- 
mended in respect of raw materials and machinery, was 
iiiroctly attrilmtahlc to the mercantilist pre-occupation 
with the balance of trade. This seems, indeed, to be a 
fair jvnlgmont. For, although the gentle treatment of 
these iru})ortK inaiv, on analysis, Ikj found to help and 
protect the limne iinlnstrios r /}/•/) r is their foreign rivals, 
iho iinniecliaie |>nrpasc lK*hind such a j>oliey was un- 
doubtedly conceived in terms of the balance, of trade. 
Professor lleckscher agives that ‘this factor (balance of 
trade) played an Important part/ although, according to 
him, 'ecpmlly imuortanl was the ivgard for employment. 
Hut whatever other motive then* miL'ht have been, protec- 
tionism in the sense in which the term is ordinarily unfler- 
stood, seems to have l>cen (piite out of the picture. 

In this connection the following observation of 
Marshall is eminently instructive: 

“When a Mercantilist policy )>rohibited, or taxed, 
or otherwise narrowed the purchasing of 
certain classes of things from foreigners, it 
might have claimcil to resemble the shutter 
^^lch IS drawn jiartly across a fire, with the 
effect of lessening for the time its total supply 
of air; but which by concentrating the 
remainder on some Imrning coals hurries their 
dull red heat into a white glow, which spreads 
through the furnace and ultimately evokes a 
greater heat ai-l a larger feed of air than if 
there had been no ro.striction.“ 

^ App, n, -2, pp. 723-24.) 

Hk, n. i.i5. ' 
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ultimate increase in the supply of available commodities) 
could also be given as a leoson for temporary import 
restrictions . . Bui Marshall added: 

. Mercantile writers often seem to go close to 
this modern doctrine, but yet they miss it/' 

... ' ’ 

And continuing m a foot-note, he said; 

Thus Hales Discourse of (he Commonwealth^ 
1549, aigues that foreign ))aj)er should be 
taxed up to a price which would enable it to be 
made in England; becau8e‘‘thev do not best 
provide for his graces profit that procure only 
a present commodity, but rather that com- 
modity that may long endure without the grief 
of his subjects/ Hut his explanation is dis- 
appointing. He docs not state or imply that 
the country has latent natural advantages for 
the industry, which would enable it to thrive 
unaided if once it t'ould outgrow its infant 
difficulties; for indeed the industry had already 
had a trial. His reason is that *it were better 
for us to pay more to our own people for those 
wares, than less to strangers; for how little 
gain so-cver goes over, it is to us clear. But 
how much so-cver the gains be that go from 
one of us to another, it is all saved within the 
llcalm/ Thus gold and silver are regarded 
as the \U(imate gains of work." 

{Ibid. Italics are mine.) 

It would appear that Marshall was fully aware that 
Mercantilist devices such as import duties were designed 
purely with a view to the acquisition of precious metals. 
The explanation of taxes on foreign commodities, given in 
terms other than those of the country's 'latent natural 
advantages for the industry* is to Marshall disappointing, 
and he seems to regret that the Mercantilists should have 
missed such an obvious and important doctrine as Protec- 
tion for the growth of Infant Industries. The regret and 
the disappointment are, however, both somewhat mis- 
placed. ror, the Mercantilist writers scarcely show any 
textual evidence of emancipation from their pre-occupation 
with the precious metals, Sir William Petty not excepted. 

p. 114. 
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Besides, it cannot very well be said that the Mercantilists 
missed an argument for Protection, for, they never sought 
any. 

To the contention that Mercantilism did contemplate 
inethods of protection for national industries, Lipson*’* 
lends his support. An examination of his views follows 
in the next few paragraphs. 

About Mercantilism it is usually said by way of warn- 
ing that Mercantilism tioes not stand for any one definite 
policy or doctrine. The misconc*eption, said to be pre- 
valent on this point, is attributed by Marshall to Adam 
Smith about whom he remarked as follows: 

“Adam Smith is less ojicn than many other eco- 
nomists to the charge of formulating sharp, 
short statements as to things which appeared 
in Iw fixed and primary elements, but were 
really variable compounds. And yet he is 
perhaps more I'osponsible than anyone else for 
the belief, which long pi-evaiied, that Mer- 
cantilism was a <k‘fiuile, unified body of 
doctrine; and that it worked mischief by 
inventing diverse shackles wliich hampered the 
natural freedom of trade. We now know that 
it was not a body of definite doctrines which 
arose suddenly, quickly overcame all minds, 
and after a time was wholly discarded: it was 
rather a tendency of thought ami sentiment 
which has its roots in the far past; which 
never, even at the height of iu power, com- 
pletely dominated all minds, and which lias 
not yet comjjletely <iisaf>peai-ed. 

{Indiififrff and App. j), pp. 719-20.) 

This is no doubt substantially true. Mercantilism, 
indeed, is a convenient phrase wJiich may be used widely 
to denote quite a numlier of allied intellectual aspects of 
economic statecrafts that characterised the period in 
European history during which the growth of nation- 
states combined effectively with the growth of money 
economy and expansion of commerce- But the elasticity 
so conceded in respect of iU meaning, has often been 
grossly misused. The phrase ‘Mercantile System’ has 

The Eeoitomk History of tingtoHd. Vol. 3, Ch- 4, See. i. 
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been employed by n)«iny to stiuid for siu h a wide 

variety of activities as I'eiiders its study as a lhe(Mvti^.al 
system unreal- Consider a few of I^ipsiin 's olisrr vat ions 
on the question of definition ajid policy: 

(1) The term ‘Mercantile Svstem’ is generally 

eny)loyed to indicate the ocononiic activities 
of the State in the sixteentli, sevtMitecntli and 
eighteerjth centuries. (Op, rit., p. I.) 

(2) Mercantilism denoted the pursuit of economic 

power in the sense of economic self- 
su flic ion oy ( Do. ) 

(3) In its pursuit of ei*onoinic s«.*lf suflicieucy Mer* 

eautdism was the antithesis of Tree Triulc, 
which rests upon an international division 
of labour. (Op. cir., p. 2.) 

Lipson seems to have accepted too literally the warn- 
ing t^t Mercantilism is not a ‘definite, unified body of 
doctrine;’ and lest he should be charged with having 
formula ^d too sharply on what was merely a ‘tendency 
of thought and sentiment,* he goes to the other extreme of 
making it cover the economic practices and policies of 
300 years. And, moreover, starting from the none-too- 
evident jiremise that ‘economic self-sufficiency was the 
kernel of Mercantilism' (p. 2), he draws the easy inference 
that protection of industries was one of the burdens of 
Mercantilism and further that the ‘principal method’ of 
it 'was to discourage import.’ 

Now, whether Mercantilism had anything to do with 
the concept of economic self-sufficiency is itself open to 
question. Professor Heckscher denies any connection be- 
tween the two on the ground that while the aim of eco- 
nomic self-sufficiency “is to limit or entirely abolish all 
trade relations with other communities,’* Mercantilism 
aimed at limiting the ‘im|)ortfl alone.' “Autarchical 
tendencies,” he added, “were of practical importance 
really in one context alone . . . That was in the relations 
between the mother country and her colonies. According 
to the Old Colonial System these two weie to supplement 
one another in such a way that everything possible should 
be procurable within the unit formed by the mother 
country and the colonies. But as long as the ultimate 
goal of mercantilism was to expoi-t as much as possible 
from this economic unit, it was still far removed from any 
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real aspiration towards aiitairhy. The efforts to produce 
military supplies within the country may be considered as 
a, }>artia) fii Hi linen t of the idea of autarchy, for there was 
no desire to develop their export- But it would be quite 
wron^ to sav that they plaved any predominant part at 
all.”-" 

Ii needs to l)e mentioned, however, that the question 
of tlie Colonial System does not. strictly S])eaking, arise. 
1mii\ that niarko<l the l»eginning of ah ontii'ely new era 
which, as will l>c shown hereafter, completely changed the 
complexion of tariff all over Kurope, and with which 
Meroaiuilism as such, had no connection. Meanwhile the 
conclusion is that Lipson’s chain of argument which may 
be put as follows: 

Mercantilism-^Kconomic self'SufTicioncy-^Protection 
is wrong, lK*canse it treats as con temporal two different 
< (immevcial j policies which characterised two successive 
pcriotls of Kurofiean history. 

The actual liistorical sequence U that Mercantilism 
gvadvjally gave way to a system of protection. It should, 
indeed. I)e conceplnally |iossible to separate the two pheno- 
mena, although occasionally a commercial policy might 
have existed which was composite in aim and character. 

Witli Mercantilism yielding to protectionism, tariff 
all over Kuroj>e eventually assumed a protectionist 
character, although it was quite otherwise in the begin- 
ning. This is Iwst illustrated by the gradual change of 
complexion which British tariff underwent in course of 
lime. Import duties were at first contemplated as good 
substitutes for sumptuary laws designed to limit private 
exiiendihivc in the interest of the State and welfare of the 
people. An aiiproval of this use of import duties is to be 
found in Petty who remarked “that all sujierfluities tend- 
mg to luxury and sin, might be loaded with so much 
impost, as to serve instead of a Sumptuary Law to restrain 
the use of them.”-* Subsequently, customs duties on 
exports and imports began to be imposed purely for the 
sake of revenue, and tariff became a tool of public finance. 
But when active interference of the State began to be 
demanded by interested people in the sphere o1 foreign 
trade for the protection of national industries, t?ie 

II J30-3T. 

Trec<i,e. Vol. 2 (lU.II). Ch. VI, p. 56. I,ali„ mi,.c. 



NATURE OF MEUrANTII.IST TA»irp 


15 


monarchical regulations naturally fell sliort of expecta- 
tions, because the King would not im|>osc heavy tariil' lost 
It should diminish the volume of trade and affect the 
ti'easury. Hence ensued a conflict of inteivst I k‘ tween tlie 
Crown and Parliament— the latter hacked hv iiilerested 
producing liodies — , and, iiidei'tl, it was mi hefove 
the triumph of Parliament that tariff i)olicy caaic to 
be wielded purely for protect imiisi pnr])a<es. 'I'lie ivon* 
omic basis of constitutional monanhv is here dearly 
indicated. 

Mercantilism, then, regarded the ciisloms duties 
exclusively as a source of jiuhlic revenue, sivking in the 
regulation of foreign trade, ffot the protection of home 
industries from foreign comjwtitiou, but. most avowedly 
the influx of precious metals from abroad through a 
favourable balance of trade. Protectionism evoIve<i only 
as a subsidiary and subse<|uent issue, although when it 
came, it at once occupied a dominant position in the eco- 
nomic policies of the nations. Mercantilism, as we have 
^1 ready remarked, gave way to a system of protection. 
We have here to reckon with two separate institutions 
which, appearing in an historical sequence, sought to 
foreign trade for two different purposes. 

This contention is supported by the fact that the 
theoretical background of pi-otectionism was vo( .set up by 
any of the celebrated Mercantilist writers.*^ So far as 
England is concerned, the protectionist controversy raged 
between two powerful interests within the country, the 
English woollen and silk manuTotturers on the one hand, 
HJid the English East India Company and calico printers, 
on the other. Those who demanded it were thus f>rotec- 
tionist merchants and manufacturers, and not Mercantil- 
ists advancing a doctrine of protectionism. 

Important as it is, this essential distinction is very 
often overlooked. A strange instance of such blurring of 
distinction is to be found in Professor Thomas’s book on 
Mercantilism and the Bast India Trade, of which a aigni- 
ncant sub-title is ‘An early phase of the Protection r. Free 

^ ** Those wrilcrs who did join tho protectionist controversy, took 
quite the c^trary view. Without bcin^ Ihoroughgoinjr traders both 
o(r Josian Child and Charles Davenant thundcretl against tlic pro|»ofi«*rI 
restricttons of Indian trade, and, as true Mercantilists, pointed to thv 
jnfhix of ' treasure and general growth of wealth', — a result which thev 
attributed to Indian commerce. 
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Trade Controversy/ ProfesjM>r Thomas, definmg Mer- 
cantilism , observes as follows: ^ ■ t 

“The core of mercantilism is the strengthening ot 
the State in material i-esources; it is the eco- 
nomic side of nationalism- The nation* state m 
its youthful enthusiasm sought to be powerful, 
and power was to lie obtained by the growth of 
wealth iu the country- Thei-efore the Mate 
ori^U'ctioii of the material interests of the 
people was regarded as absolutely necessary. 
SehmoUer hits the mark when he says that 
“state-making' ’ is the innermost kernel ot 
mercantilism- By state-making he means the 
creation of an economic community out of the 
political coinmuiuty. And this is what mer- 
rantilism proposed to do." {op. c/V,. p. * 1 ) 
This passage is clmracleristic of the general trend of 
thought anil analvsis which Professor Thomas inirsues 
lhron<»hoin his liook. His standpoint is similar to— 
although not ontirelv identical with— the i>osition taken 
up by Lipson. the' chain of argument a d nutting of llie 
following slightly different sequcnco: 

MeiH untilisiu— >KcoTioinic nationalism— * Protectionism 


Professor Thomas, it would api>ear. takes his cue from 
Schmollor. Now, much is usually made of Schmollcr's 
ohlfir flictu on Mercantilism. \Vhat he actually said is 
the following: "In its innertnosl kernel it is nothing but 
State making — not State making ill <a narrow sense, but 
stale making aiul national economy making at the same 
lime/'-* Those who, following Schmoller, take this wide 
view of Mercantilism (not distinguishing Mercantilism 
from the ‘Mercantile Svstem' on which Schmoller wrote), 
seem to forget that while such a comprehensive connota- 
tion can 1)0 validly held — it at all — only against a 
l)anorannc background covering the whole period which 


’ • The S{<'rcantUc System Ashky), pj>. 50-51. 

** Schcmollcr may have wriUen, nol on the ihcorclical systmi 
known Mercantilism bui on the practical commercial policies refer- 
red to as comprising the Mercantile SN'Stem. If so, there would have 
been extenuation for Professor Thomas in the following prcfalory 
remark which he makes: *'To>s'ar<ls ihc last quarter of the lyth cenlury. 
the Mercantile System became increasingly protectionist in aim . . 
But he does not stick lo the phrase 'mercantile system" and uses Mer- 
cantile System and Mercantilism as convertible terms. 
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witnessed the birth of modern Em-oix>, eini.lmsi-s.iii tlie 
present context and according to chronology, mnsi tiaw 
to be placed on the tlu*ory of the Ralaiuv of Tnulc, Invause 
tlie mercantilist pi-o-occnpation with prcious metals was 
hardly displaced until alwnt the end of dm seveiKoctiili 
century. The fiscal precepts and pi;iiii-iple.s of du)s<.> days 
were mainly in su]>port of the maintenance of a balance <if 
exports over imports. 

But neither Lipson nor Thomas seems lo \)i\y heed l«> 
.this point of precision with regard to the question ol' 
defimtion. The result is that both make obsorvatinns on 
Mercantilism, which can be only partially true. \\\' 
append examples from Thomas: 


Acceptable. 

QUE^TIO.V.VBr.E. 

The core of mercantilism is 
the ttrencithenins; of tho Stste 
in material resources; 

It is the economic side of 
natioiinJism. (op. cif. p. 3). 

Xbe nationutate in ite youth- 
ful enthusiasm sought to he 
powerful. 

Therefore the State pr^otcu- 
tion of the natcrial ihtrrosU of 
the people was jcgardcd ns 
absolutely necessary* 

• * * 

( Do. ) 

1 

The aim of Government was 
to regulate the course of trade 
in such way as to enrich the 
country. 

And foster its iii(lii>«tri<s 
(Do. p. G). 

The ideal before the Mer- 
cantilists was a wealthy and 
powerful nation, getting richer 
every year at the expense of 
other cou uti'i cs. 

( 

.Mri'CAiitilist identifies tli<* 
ijiteresU of the State with llie 
interest* of the producer. 

... 

( Do. p. T-i) 


It id not difficult to draw from these tendentious 
premises, as does Professor Thomas, the inference that 
P. 3 
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Protection ism was a ‘phase’ of mercantilism, ‘initiated in 
the interests of home industries.’*^ Yet it is strange that 
lie should have done so. For, in his brilliant survey of the 
protectionist controveJ*sy, Professor Thomas very clearly 
brings out how the demand for protection arose — quite 
inde|)cndent!y of any theoretical advocacy or support (of 
which hardly any existed) from the Mercantilist writers— 
purely out of the discontent of the English woollen and 
silk manufactui'ers as a result of the extensive use of 
Indian textiles in England. Thus protectionism, far from 
f icing an intellectiml issue raised and supported by Mer- 
cantilist ‘philosophers,’ was only an SOS broadcast by 
interested mdustrialists, some among whom wrote pam- 
phlets, vigorously supporting the Mercantilist view of 
import restriction because tney saw in that measure the 
cna of their distress. Pamphlets such as these cannot 
said to comprise the Mercantilist literature, and if this is 
gianied, there is no cose for identifying Mercantilism with 
Protectionism. 

In one of the quotations from Professor Thomas, 
given above, there occurs the following sentence: “The 
nation-state in its youthful enthusiasm sought to be power- 
ful, and power was to be obtaine<i by the growth of treaUh 
in the country.”*® In this description of the Mercantilist 
outlook, Professor Thomas, out of solicitude for the 
Mercantilists apparently uses the word ‘wealth,’ not in 
the sense of precious metals (with which, as he knows too 
well, the Mercantilists never confused wealth) but in the 
sense of real commodities. And with a ‘plentiful 
encrease’ of available commodities as the supposed Mer- 
cantilist object in view, he draws from it the facile 
inferences of ‘economic nationalism’ and ‘protectionism.’ 
IBut the solicitude, at least in the present context, is mis- 
placed. For, the Mercantilists conceived the power of a 
nation-state purely in terms of ‘riches’ in the sense of 
precious metals. Not because there was any confusion 
regarding the nature and content of ‘wealth, ' but because 
in those days the abnormal needs of national revenue 
emphasised the importance of the accumulation of gold 
and silver, an idea which was strengthened by the im- 
perishable and readily exchangeable character of these 

cit., p. 21. 

” op. fit, p. 3. Italics are mine. 
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precious metals. TJiomas Muu, for cxamijlc. «as iu 
tavour of.a direct mcrease of the State treasury; aiul Petty 
also suggested diversion into the coffers of the Stale, and 

'O'* ‘nto plate, of any excess money in 
ciiuiiation.-' Jloucy;, in fact, was regarded as a political 
treasure to be kept within the boundaries of the nation so 
tftat, whenever necessai'y, these metallic evidences of 
purchasing power could be diverted into the hands of the 
fttate for meeting an emergency. Nor was it overlooked 
mat money was. in addition, an international iiower; for 
in the event of a conflict between nations, a greater volume 
of money would represent a greater imrchasing power of 
war and food materia I js in the world market.*^ 

Thus the power of a nation-state was identified witii 
tfJe possession of a vast slock of precious metals, and it 
was With a view to that end that the Mercantilists fashion- 
ed their import and export duties, The tariff poliev 
sought through the accumulation of treasure to ]>rotect a 
whole nation agaipst the aggression of its rivals. It was 
the doctrine of political protectionism of a whole nation 
rather than the doctrine of economic protectionism of its 
select producers. 

If the above analysis is correct, the conclusion is that 
Mercantilism favoured duties on exports and imjioi’ts 
^cause they would serve as sources of public j-evenue 
It was not until Mercantilism was displaced by Protec- 
tionism^ that they began to be used for protecting home 
industries from foreign competition. 


*‘Scc niy article oil 77 rc Mcrcaiifi/ist of .\foiu v hi rrfafhn 
to Public FinoHce publishocl in Indian Journal of EconoiTi'ic<, January 
1943^ PP. ^ 57 — ^70. 

** Whether this was a success as a praclical policy r> a different 
question a(l<^iher. Adam Smilh thought it was not. lie said, "It 
(the Metrcantife System) seems not to have Ureii . . favourable 10 the 
revenue of the Sovereign ; so far, al least, as that reienuc <lci>i-nds upon 
the duties of cusioms.” And again, "... the Mercantile S.vsiem 
taught us, in many cases, to employ taxation as an inslrununt, not of 
rwenue, but on monopoly,” (health of NotioMS. lid. Can nan, Modern 
Library Edition, p, 83a.) 

^*This disposes of the criticism that,. the MercanUlist^ looked 
that the ultimate effect of an import surplus of precioh's inuUls would 
go against the intended favourable balance of trade. 


JSOxME INVESTIGATIONS IN BANKING, 
CURKENCY AND PRICES 


BY 

S. H. Bose, Jl.A., B.Sc. (Lend.-), 

I\t(na College t l^alnu. 

The sky rocketujjj of prices, the scarcity of almost 
every important liouseliold commodity, the unsatisfactory 
attempts of the authorities at price control, the imposi* 
tions of mediaeval lestrictions on the movement of goods 
aud persons, the galloping note circulation, the famine of 
coins, specially of small coins, the reduction in the fineness 
of silver coins and the withdrawal of coins of standard 
hnencss, even though of i*eccnt issue, all these have utterly 
bcwildcied the layman and have set the serious student 
thinking about banking, curi'ency and money matters. 
The publications indis)>cnsable for the study of such 
matters are the Review of the Trade of India, the Report 
on Currency and Finance and the Statistical Tables 
Relating to Bunks in India and Burma. Among the 
statistical publications of the Government of India, the 
first two have always been the most interesting reading; 
but their quality has improved materially since the first 
was taken under chaige by the Economic Adviser to the 
Government of India, and the second and third by the 
Reserve Bank of India. Unfortunately, however, for the 
student of economic affairs the publication of the Review 
of the Trade of India is l>eing deliberately delayed owing 
to political and military considerations; while the use oi 
calendar year for the Bunking Tables and financial year 
for the Currency Report is a source of much unnecessary 
worry and trouble for the j-esearch worker. Another 
important drawback in the Ranking Tables is the fact that 
in the Summary Tables only year-end figures are given 
instead of the average of monthly figures, which would 
give somewhat less scope for window-dressing and would 
reveal the truer state of affairs during the year 

As early as 1932 when the banking figures published 
were much more meagre than they are to-day, I attemot 
ed a computation of the velocity of bank depositfS^ a 
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view to iiud out whoUier the eGOiiojnic tleiiressioii ot IDUl 
had resulted in a reduced velocity ol’ bank deposiu. Tor 
mis purpose 1 took the private deposits of the luipeiiul 
Bank, the deposits in India and Burma of the Kwhange 
Banks, the deposits of the Jndian Joint*8tock,s banks (A 
ij 1 the deposits and loans of the Co-operative 

Banks (A and B class): and dividing the total of checpies 
cleared through the clearing liouses by the total of deposits 
of the above classes of banks, found a crude velocity of 8 
in 1928 as against 7 in 1031. A few years later Tmade 
a somewhat more elaborate calculation of the vclociiv of 
bank deposits for the year 1934. Realising tliat all 
deposits are not cheii liable dcjiosiis. I took (jjily the 
current deposits of the Indian joint-stock banks. I bit as 
the summary tables lump together nil the various classes 
of deposits— 'Cunent, fixed and savings — . I worked up 
from figures of the individual hanks and found that 
current deposits formed roughly 30 per cent of the total 
deposits of joint-stock banks in 1934. But tJie dirticiilCy 
of working up the figures for the other three classes of banks 
was greater- I found, however, that figures of bank 
deposits, classified into fixed and current deposits, existed 
for the Bank of Bengal for the |>eHod 1916—19, and for 
the Bank of Madras for 1915—20. but none for the Bank 
of Bombay. On the basis of these figures I computed that 
50 per cent of the total private deposits of the Imperial 
Bank may be assumed to be cun^ent deposits, and took the 
same i.)erceiitage of the deposits in India and Burma of the 
Exchange Banks to I’ep resent curi’ent deposits. For the 
co-operative banks I took 10 per cent of tne deposits from 
individuals and other soui'ces of the Provincial Co- 
operative Banks at Calcutta, Bombay, Madras, Lahore and 
Rangoon, where clearing facilities existed, as their 
chequable deposits. On the above assumptions, I found 
the total of current de|X)sits in 1934 to be Rs. 1,07,66 
lakhs; and dividing by this figure the to'tal of cheques 
cleared through the clearing houses in the same year, 
Rs. 17,08,39 lakhs, I got a crude velocity of 16 for the 
year 1934- 

Since the institution of the Reserve Bank in 1935 and 
the publication of its annual leports, matters have been 
considerably clarified, and we are now on much firmer 

S round. Even now, however, the new classification into 
^mand and time liabilities is not entirely satisfactory, 
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inasmuch as all demand liability (withdrawable on less 
than 30 days* notice) is not necessarily chequable deposits. 
Apart from this, two other difficulties in calculating 
velocity of bank deposits have to be faced. Firstly, some 
clearing houses, of which at present there are seventeen, 
wore o[>ened after 1935. such as those at Coimbatore, 
Calicut, Nagpur, Madura and Lucknow, .and by including 
clearings at these places in c'omputing velocity, compar- 
ability of tlie figures for later yea t-s with 1935 figures is 
somewhat iinpaired. I have, therefore, in working out 
velocity of sight deposits (demand liability), taken the 
clearing house statistics for only 8 of the most important 
centres, ru.. Calcutta. Bombay, Madras. Karachi, 
Uangoon, (.'uwnpore, Lahore, and Delhi, which formed 
Do per cent of the total clearings in 1940. Secondly, 
iliough the Banking Tables give only the end of year figui-es 
of sight deposits for the scheduled banks, the Currency 
Keport fortunately gives average figures for each year. 
Now taking the average annual sight deposits of the 
scheduled banks and the bank clearings at the eight 
centres, I have come to the following figures of velocity of 
bank deposits in India and Burma. 

T.sbi.b I 


Velocity of 
SiKbt 
Do posits. 


Velocity of 
Sitfht 
Deposits. 


1^35-31) 15*0 

103S-37 15'U 

1937-38 15*5 


inSB-Sli 15*2 

inau-so 16*6 

1^40-41 13*1 


Ihe Reserve Dank authorities have themselves cal- 
culated the velocity of bank (sight) deposits in India (ex- 

cludmg Burma) for four years in their Currency Report 
tnr in41>4.'2 rrkllr\w«. ^ 


Taui.b II 


1038-39 

1939- 40 

1940- 41 

1941- 42 


Velocity of 
SiRbt 
Bepoeits. 


15*6 

1S7 

13*0 

12*7 
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It may be argued that a cnKniladoii of velooiiy hosed 
on the sight deposits of sehednled banks alone is not com- 
pletely satisfactory, owing (o the fact that all scheduled 
backs are not meinbeis of the clearing house (in 1041 six 
out of 43 Indian joint-stiR'k banks were not menilfcrs). 
while some noii-sclied tiled hanks (more tinni 2a joint -stock 
and co-operative banks) were either meiniHMs or sul)- 
members of the clearing houses in India. Foi innately, 
however, the last two animal Banking Tables issued hy the 
Reserve Bank give a list of members and snh-meinbers of 
clearing houses in India and Burma as on 31.12.40 and 
in India as on 31.5.42. As the miinber of clearing houses 
remained the same during the jjeriod 3l.12.4t) to 31.5,42, 
I have in calculating the velocity given below, taken the 
clearing house returns for all the seventeen centres and not 
for eight only as above. The method followed is to take 
the total deposits of all the clearing banks, whether 
scheduled or not (including the deposits and loans held at 
the^ end of the year from non-members and members in 
individual capacity of the co-oi)erative banks), and then 
distributing tne total thus arrived at between demand and 
time liabilities in the same proportion as the total of 
demand and time liabilities of the scheduled banks was 
distributed between these two categories. In this case, 
however, I had to content myself with only the year-end 
figures of deposits, because, as I have said before, the 
Banking Tables do not publish average annual figures. 
The results of this calculation, which relate to India and 
Burma, are set out below:— 

Tabi.r ITI 


Velocity of 
Sit;bt 
Deposits. 

mo vvi 


The velocity thus arrived at is what Lord Keynes 
would call crude velocity, which for Great Britain was 
calculated by him to be 46 in 1929 and for U.S.A. 25.57 in 
1925. To arrive at what he calls absolute velocity of cash 
deposits, we must take note of the fact that all cheques 
drawn even upon clearing banks do not necessarily pass 
through the clearing house. Internal clearings between a 
bank’s own customers, cheques paid in cash across the 
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counier nnd local clearings l)etween banks where there is 
no onicial clearing honse, have all to be taken note of. 
In India, |>uueity of statistics pi-cveiits us from making 
proper allowance for all these heads. I have, however, 
allemptod to estimate the size of (he correcting factor iii 
an indirect inaniici . I have assnmed that the cash in hand 
(oxeluding cash at hanks) kept by a banker represents the 
average dailv outgoing of the bank to meet its demand and 
lime lia)>iliiies. The summary tables published in the 
llkuiking Tables do inn disTmgnish l)ct%yeeu cash in hand 
and ca -^1 at i>anks. but lump the two together under the 
head 'cash balances.* I had therefore to comuute the 
proportion of cash in hand to cash at banks irom the 
iicures of individual iion-schedulcd banks. For the 
s^eduled banks, fortunately, the Currency Report gives 
separately the annual averages of cash in hand and 
balances with the Reserve Bank. 

We may at this jioint moke a slight digression from 
the main theme. Tne time liabilities of banks remain 
remarkably stable, varying over a period of six years 
(1935-30 to 1940-41) for the scheduled banks within C 
per cent of the average, and over a period of four years 
(1938—41) for the non-schcdulcd bank's within 7 per cent 
of the average. The demand liabilities are, however, 
much more variable both for scheduled and non*scheduled 
banks, the corresponding figures being 21 per cent and 34 
per cent respectively. Another remarkable thing is that 
while the j>ercentagc of cash and balances with the Reserve 
Rank to tne total of demand and time liabilities has varied 
for the scheduled banks over a period of six years from 
0.50 to 17.36. the proportion of cash alone to the demand 
liability has remained almost constant at 5 |>er cent, vary- 
ing between 4'T and 51. in spite of the great variations in 
the demand liability ilselT. We may also enquire here 
whether the statutory provision compelling scheduled 
banks to keep a reserve of 2 per cent of their time liabilities 
and 5 per cent of their demand liabilities with the Reserve 
Bank is based on banking experience or is copied, more 
or less arbitrarily, from other countries such as U.S.A., 
where member hanks have to keep 3 per cent of their time 
liabilities and 7 to 13 per cent of their demand liabilities 
with the Federal Reserve Banks. I have examined the 
practice m this matter of non-scheduled banks in India 
more than 600 in number, for which a consolidated account 
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is published in the Banking Tables. Assuming that they 
follow the practice of maintaining a cash balance of X 
per cent of demand liabilities and Y per cent of time 
liabilities, we get for four years four simultaneous 
equations in X and Y. Solving these by the method of 
least squares, we get an average proportion of 19 per rent 
for demand liabilities and 2.5 per cent for time liabilities. 
In this connection I may point out the opinion of T>ord 
Keynes that for Great Britain the normal prescribed jiro- 
portions of cash reserves to deposits should be 15 per rent 
of demand deposits and '•> |H*r ivnl of lime tiejKisiis f I 
T/rofise on Mont'tj. ^'ol, II. Page 77.) 

Coming back to our main theme of cash in hand of the 
clearing banks, we shall carry on our investigations with 
reference to scheduled banks, which form by virtue of their 
I'esources an overwhelmingly important nrojjortion of tlie 
<• lea ring banks. Statistics of the annual average of caHli 
in hand, demand liabilities and time liabilities are avail- 
able for these banks in the Cu ri'encv Report for the seven 
years 1935-30 to 1941 -42. Assuming that (hey find it 
necessary to maintain cash in hand to the extent of X per 
cent of demand liabilities and Y per cent of time liabilities, 
we get seven sets of equations in X and Y for the seven 
years. Solving them by the method of least squares we 
get an average value of 4 per cent for demand and 1 oei 
cent for time liabilities. Now if it can be reasonably 
assumed that the daily cash outgoing of the scheduled ( and 
hence generally of the clearing) banks, so far as tneir 
demand liabilities are concerned, is 4 per cent of the 
demand deposits, then there being about 300 working do vs 
in the year, the annual cash turnover is atout 12 times the 
demand liabilities. ' The position reached then is this, 
that a certain amount of demand deposits existing at any 
time in the banks, it is gradually drawn upon hv ohe.tues; 
part of which is cleared through the clearing hou^s nml 
Urt of these cheques is paid across the counter Now tlu. 
first category of cheques drawn in the course of the yeai , 
we have seen before, formed (m 1940-41) alwut 12 times 
the demand dejiosits existing at any time; while 
amount of the second catego^ of cheques ^ 

course of a year formed another 12 times the demand 
deposits existing at any time.. Altogether therefore a 
certain amount of demand deposiU gives rise to 24 times 
its size of cheque transactions in the course of a year, or. 

fe. 4 
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in other words, the velocity of circulation of demand 
<lcposiu is *24 , This, however, takes no account of 
internal cleavings l)etwoen a bank's own customers, or 
checjues cleared through any unofficial clearing arrange- 
ment that may exist anywhere in the country. We may 
therefore take 25 to represent roughly the absolute velocity 
<if Inink cash deposits in India as against 63 in Great 
flrllain in 1028 calculatiMl by Lord Keynes. 

WJiat aliout tlie cash in hand of the non -scheduled 
hanks' To lind this out I ha.d to examine individually the 
position of move tlian 200 Kanks with paid-un capital and 
reserves of loss than 5 lakhs of rupees (or each of the years 
1040 and 1041. As a result of this investigation I found 
that the ))r(> portions lx* tween cash in hand and cash at 
hanks were as follows: — 

Tapm.e IV 


(>asU ill hand 


Cash Aibfuika 


1940 

U)4I 


ton 

100 


Vli) 

Hi 


Assuming that the cash in hand maintained against 
lime liabilities is 1 j>er cent of them, we find that the cash 
in hand maintainea against demand liabilities was 9 per 
cent of such liabilities in each of the years 1940 and 1941 
for the non -scheduled banks. As the vast maiority of 
these banks have no access to clearing bouse facilities, the 
jibftolutc velocity of non -scheduled banks' cash deposits 
works out nt about 27 for the year. This roughly tallies 
with whnt wu have found out for scheduled bonks. It is 
only natural that non-schedulcd banks should keep a 
higher proportion of cash in hand than the scheduled 
lianks. ns owing to the absence of compulsory reserves 
maintained by them with the Central Bank, the proportion 
'd their cash at banks is less; and also because owing to 
lack of clearing facilities and lack of economy in cash, 
they have to meet most of the cheques drawn against 
demaiul liabilities in cash across the counter. 

The velocity of time deposits on the basis of 1 per cent 
cash m hand maintained against them, works out at 3 for 
the year I have worked out the velocity of a similar 
class of deposiU. namely, the Post Office Savings Bank 
deposits, by working out the proportion between the 
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opening balance at the beginning of the year and the 
amount of withdrawals during the year, with the following 
results : — 


Taiu.b V 


Yaov 

19S5-a(» 

)f)3ij-37 

U)S7*8S 

1038-O0 


Velocity of V. O. 
Savings 
Dopa^iU. 

'I>7 

*50 

•53 

*&4 


Year 

1939^ 

1040 - 41 

1041 - 4 -' 


Velority of P. O. 
Savings Bank 
Deposits. 

*00 

\'>S 

•r.o 


Having now examined the velocity of bank deposits, 
let us turn to the velocity of legal tender money. In a way 
we have already tackled the problem when we reached a 
velocity of 27 for the demand liabilities of the non- 
scheduled banks. Let us see if we can find a verification 
of this by approaching the problem from a different angle. 
Do the changes in the velocity of legal tender money follow 
closely the changes in the velocity of bank demand 
deposits ? It may be thought that an inde.x of tHe rapidity 
with which money passes from hand to hand may be 
provided by the variations in the volume of balances wliich 
the scheduled banks maintain with the Keserve Bank in 
excess of the statutory minimum reserve. I have con- 
structed an index of such velocity By dividing the total of 
demand and time liabilities of the scheduled banks by the 
excess balance maintained by them with the Reserve Bank 
with the following results: — 

Table VI 




Index 

of 

Velocity 


Iiide.Y 

of 

Velocity 



U'\ 

HJ39-40 




7*« 

1940-41 

10*3 

i90T>-Oi 

1937-38 

# • * 

15'5 

1041-42 

12*7* 

1938-30 ... . 

* 4 9 9 

... 32*0 




<*exc]uding Burma) 
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1/ we compare the above table with Table I, we tincl 
I hat the magnitude of variations is different and even the 
the directions of the variations in X938-29 and 1939-40 do 
not tally. Which then is the more reliable index of velo- 
city of legal tender money! 

I^t ns apply another test. It ap|)ears probable that 
the life of currency notes which is calculated year after 
voar in the Currency Reports may provide an index of the 
rapidity with which notes at least, if not coins, pass from ’ 
hand to hand. The Currency Report of 1041-42, however, 
j^ives the warning that though the figures published give a 
fairly correct idea of llm life of notes over a range of years, 
yet from year to year they are apt to be vitiated by 
abnormal expansion nr (contraction of cuvi'ency. To 
obviate this difficnlty as far as possible, I multiplied the 
life of the note of n particular denomination by a fraction 
of which the numerator was the total circulation in the 
previous year of notes of the same denomination, and the 
denominator the notes of the same denomination in circu- 
lation in the current year to which its life refers. Four 
denominations of notes were taken for the ))urpose (Rs. 5. 
Rs. If). Rs. 100. Rs. 1000) which among themselves cover- 
ed about 08 per cent of the total note circulation. Weight- 
ed average, the weights depending on the pro port ion which 
notes of a particular denomination formed of the total note 
cir(»ulntion, of the life of the currency notes (excluding 
notes in currency chests) was thus arrived at. An index 
of velocity of circulation of notes was constructed by divid- 
ing 12 months by the life in months of notes in each year 
and the results tabulated below:— 


Tahi.k VII 



IjIFc oI ill 

months. 

Index of vclocity. 


7*3 

1*6 

1036-37 

6*6 

1*8 

1037-38 

7*1 

1*7 

1^38-30 

rn 

1*5 

1038-40 

0*3 

1*3 

1040-41 

17*3 

07 
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The delect of taking the life of the enrreney notes as 
an indication of their velocity of circulation also arises 
from the fact that if thinner paper is used in printing (as 
in 1934-35 with five and ten-ruj:^ notes), its life is 
shortened, whicJi will also ivsiilt if the same notes arc re- 
issued {as the five- and ten-rupee notes in 1932-33). This 
index differs remarkably from the index given in Table VI 
or the one in Tabic I. 'The diminution of velocity to 0110 - 
Mhird in the course of the last four years is hardly 
believable. 

Finally I have tried to estimate the velocity o I money 
with the help of Fisher's famous quantity equation, lor 
this purpose we require to know the quantity of nmney in 
circulation (M), clearing house returns (M'V ) as a 
measure of credit transactions, price level (F), and the 
total weighted physical volume of transactions (T). Now 
Frof, MahaJanobis recently made an estimate of I'upce 
circulation, giving figures for individual years down tn the 
year 1940, oaseu on rupee census; and the results were 
published in the Currency Report of 1940*4l I have 
used this estimate for my purpose. Clearing house figures 
are easily available in Currency Reports and Ranking 
Tables; but as these are given for the calendar yeat\ 1 had 
to make slight adjustments to fit them to the financial 
year to which my calculations refer, For price level I 
have taken the Calcutta Index with July 1914 = 100. 
For the volume of transactions I have taken the “Capital’’ 
Index of Indian Industrial Activity ^ I may be permitted 
to add here that I was first in the field in constructing an 
index of business activity for India covering the yeps 
1932-33 to 1030—37, and published it in the 
Joiirnai 0 / Economics in 1937, oxpi*essing the hope that 
some financial paper in India will take up the m^ter and 
keep up its publication.” Early in 1938 the Capital 
of Calcutta took it up with acknowledgment to the pre^nt 
author, and has since then been continuing it. ine 
statistics on which I have estimated the velocity of money 
are given below:— 
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To solve the (luautity equations (MV+M'V'«PT) 
Tor values of the Uic velocity of money (V) we have to get 
ntl of ihe oonstaiil (K) by which the right-hand side of 
the equation has to be multiplied, as instead of using 
actual price and quantity of transactions, we are using 
only indices of these quantities. The equations can, there- 
fore, only be solved by making another assumption. The 
assumption that 1 have made is that the velocity of money 
circulation in 1935-30 is either actually equal to or as 
nearly equal to that for 1030-37 as possible (in fact lUOV 
of 1035-36 was taken as equal to lOOV of 1936-37). Of 
coui'sc, I ruled out the cases of velocity of money being 
negative or less than unity. On these assumptions a 
solution of the equations gives the following velocities of 
money in circulation: — 


Taulb IX 

Velocity of Money. Velocity of Money. 


U)35-3S ... . 

»>.> 

1038-3!) 

28 

193U-37 

24 

1039-40 

32 

1037-38 

20 

1040-41 

33 


The average velocity for the six years works out at 27 
which tallies with what we found before working from the 
cash in hand of non-scheduled banks.' The value of the 
con^ant (K) by which we multiplied the right-hand side 
of the equations works out at one, which implies that the 
quantity of monetary and credit transactions in the 
country was of magnitude of something like ten thousand 
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crores of rupees in UI4-0-4I. for I;iler u*ars an* 

made difficult by the lack of an milhorilatiw cstinnUo of 
the quantity of n»oney iit circulation after 104t»; niul l>v the 
introduction of one-vupee (jovcrninent notes for wliub no 
statistics are publislied anywhere. In niy calcnlalion I 
have made no atlowaiuv for tlie circulation of ilie small 
coins as no reliable estimates of their < irciilation are avail- 
^ahle. The average annual absor]>iion of small coins 
* during 20 years (1919-20 to 1908-09) was roughly <me- 
twelfth of the combined annual absorption <if notes and 
rupees. If we want we luav casiiv make adjustments for 
small coins which will only com‘s|>ondiiigly rciliuv the 
velocity of circulation. 1'or‘lhe last two years, Imwevci', 
viz., l9S9-4t) and 194U-41 I have a<l(le(l 2 ami 4 < r(iros 
respectively of small coins to (he ruf)eo circulation, as there 
was an unprecedented absorption of small coins during the 
period. If we compare this e.stiniatc of the veIo<aty of 
circulation of money with the two indices given in Tables 
yi and VII, or with the velocity of bank demand defmsils 
in Table I, we find remarkable differences. The continuous 
increase in velocity indicated in Table VIII is in rlii’cct 
contradiction to tHe opinion expressed by the Reserve Bank 
in the Currency Report of 1 941-42 to the effect that dunng 
the period 1938.39 to 1941-42 the aetivitv of bank (lei) 08 ils 
fell by 20 per cent and that “the fall in the activity of note 
circulation was even larger. “ Our calculations are based 
on ao many estimated and uncertain factors that it is 
impossible to express an opinion with any degree ol 
assurance as to how far they approach the real conditions. 

I shall now try to estimate the velocity of money 
circulation for the year 1941-42 in a somewhat indirect 
manner. During the two and a half years oi wai 
(September 1939 to March 1942) the total absorption ol 
currency was as follows: — 

NMna ••• Rs. 231 crores 

Its. 60 crorcs (including one rupee 

:v:.. 

Total Rs. 303 crorcs. 

But if we take the thi-ee financial 

40 to 1941-42) . the total absorption is “as 

what less viz. . Rs. 283 crores. Of th^, Rs- 

rupee coins, including one-rupee notes. I 

out of these 50 crores. one-rupee notes 

crores. though, in my opinion, the total of I 
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circulating in the country by the end of March 1942 could 
not have been greater than 18 crores. I assume that all 
the silver rupee coins absorbed during the period 1939-40 
to 1941-42 were hoarded. We are thus left with an active 
increase of about Rs. 240 crores of currency during this 
period, which had to support, together with the credit 
media, the increase in the volume of transactions (increas- 
ed from 111.1 in 1938-30 to 122.7 in 1941-42 according to 
(’apitnl's index) fietween 1938-39 and 1941-42 at a price 
raised in the proportion of 147: OG. Making the necessary 
calculations, I find that this gives a velocity of 28 for the 
money in circulation in 1941-42. the same as that for 
1938-39 arrived at I « fore. This supports the contention 
of the Reserve Bank to the extent that, it not in 1940-41, 
at least in 1941-42, the velocity of money circulation had 
decreased. The decrease in the velocity of money and 
Imnk deposits in 1941-42 proves that the notion usually 
held that in times of rising j>riecs the velocity of money 
Increases is not invariably true. 

The way in whh’h the note circulation (excluding one- 
rnppc notes), the demand liabilities of scheduled hanks, 
the wholesale price level, the cost of living index, the 
industrial profits {pi about 300 companies), and the prices 
of the variable yield securities have moved during the war 
years, compared with the pre-war year, is brought out by 
(be following table:— 

Taui.b K 

(Base 1038-30*100) 


.\Tora20 Note Clr- 
c 11 Inti on Rs. (cro- 

l0.3«^-39 

1030-40 

1040— n 

1041-- 

r<‘») ... 

174 

H18 

22s 

288 

Indices 

Average De m a i» d 
Liabilities of 
Bcbcclalod Banks 

lOO 

IH 

131 

1Q() 

Rs. crores) 

124 

133 

m 

202 

Indices 

Price Level (whole- 

10a 

107 

120 

163 

sale) . 

Cost of Living In^ 

100 

121 ' 

125 

155 

dex (Bombay) ... 
IndicHS of Variable 

100 

102 

102 

121 

Yield Securities 
Indices of Industrial 

100 

107 

112 

128 

Profits 

100* 

118* 

165* 

... 


* R«fers to Calendar year. 
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Tt is intorestin*; io nolo lu'ro thni in lid* lunisi* <•!' ilu* 
four yenrs 1938-1941. tlio (oujI iloposits <»!’ iln* vMiioiis 
classes of banks incroasinl wrv clisproporlidnalolv, ;is 
indicatod in llio table 1 r*U)\v: — 

Taim.i: NI 

id IH4 I a.< ooiii* 
pared witli 1M3S, 


1. E.xehanae Baak-.s... ... ... +n<» 

" 2 , Imperial Bank of India ... ... +34 

3. Other Scheduled Bank'* ... ... + Ol 

4. Kon^schcdnlcd Banks ... ... +34 

r>. Co-operativo Banks ... ... +H 

U. Post Office Saviu}^ Deposits. Cash Orr- 

tidcates, Defence Savin;; CertUicates and 
Defence Sav'iiit;s Bank Deposits ... —27 


The tabic above shows that the smollcst increase has 
been in the case of the co-o]>crative banks; while in tlie ease 
of postal deposits, etc., there has been a very considerable 
diminution. This points to the conclusion that either the 
poorer sections of the community who deal mainly with 
co*opcrative and postal savings banks, have not profited 
muen by the rise of prices and inci'eosed employment 
during the years of war, or that hoarding of money clue to 
nervousness has been mainly confined to the poorer sections 
of the community. Possibly both are partially true. 

In order to study in greater details the connection 
between note circulation, tenk deposits and movements of 
prices, let u’s turn to the table given by the Reserve Bank 
m the Currency Beport of 1941-42:— 

Tami.b xir 


Qaartcrly Tndicox of Aver.igf Mouthl.v Note OircnlnUoti (N). 
Siirbt i)o posits of Comiii**ndaJ Bank'* (l>). whob'SaU* Pi ic«'« ll') 
l^ombny Cost of Livinu (C) 


M « V J ^ 



10 

40 


1!M1 

rjii 

\y losos jon) 
111-12 


in 

IV 

I 

n 

nr 

fV 

r 

11 

in 

fV 

I 

N 

102 

122 

133 

135 

131 

128 

138 

140 

1.51 

IGO 

207 

D 

lOL 

103 

105 

100 

114 

1:^5 

1*20 

13G 

J40 

iOG 

l.5<i- 

P 

105 

120 

125 

117 

UG 

121 

120 

131 

150 

1.54 

154 

C 

100 

105 

107 

lOG lOS 100 112 

* Excludes Borins. 

IIG 

123 

121 

130 
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I have worked out the coefficients of correlation be- 
tween note circulation and wholesale prices, and between 
snrht deposits and wholesale prices, and they were found 
{obit '85 and 84 respectively. The correlation between 
note cuTulation and sight deposits is '84. Excepting for 
the first six months of the declaration of war, when there 
was a considerahle speculative rise in prices unsupported 
by the currency situation, price movements have tended to 
lag heliiiul currency movements. The increase in demand 
deposits has been less than in note circulation but greater 
than in wholesale prices. In view, however, of the various 
factors on which the price level depends, the correlation 
l)e tween note circulation and prices appears to be remark- 
able. If wo compare the movements of the wholesale 
prices with the movements of the cost of living, we find 
that the latter has lagged l>ehin*d the former. This is 
usually the case and has l)oen further aggravated by the 
policy of price control introduced since the outbreak of the 
war. It may be mentioned, however, that the rise in the 
cost of living since the outbreak of the war has been greater 
in India than in any other Empire country except U. K. 

The <]uestion is often asked: Are we heading for an 
f inflation? The question is difficult to answer as everyone 
is not agreed as to what inflation really means. Let us 
examine the facts of the situation. Budget deficit is a 
strong inflationary influence; and except for the year 
1930-40. there have been deficits in all the successive years 
amounting to Rs. 60 crores for the three years 1040-41 to 
1942-43 as shown below:— 

B«. (cror«9) 

l<i40-4l (ftccouiUs*) ^1*53 

BI41-42 (revised ft te) 17*27 

11442-43 (cftticnat?) .irvOT 


Another factor li iving inflationary effect is the stupendous 
sums of money which are being placed at the credit of the 
Government of India in England as the British Govern- 
ment’s share in Indian Defence Services and Supplies. 
This has made repatriation of much of the Indian 
sterling loan possible; and the amount of sterling loan out- 
standing on March 31, 1942, is less than the sterling 
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securities heW by the Reserve Bank on the same date 1'he 
amounts thus made available in Enjr|aiid are shown 
below:— 



U?*. (crores 

P»3!i-40 

17 

l!4a-41 

13 

UUl-42 

•-HK) 

194 'M3 

400 


<)00 


Still a third factor tending to produce the same effect is 
the mounting trade balance in favour of India. Publica- 
tion of the figures of trade in bullion was discontinued 
after 1939-40, possibly as a political measure. The favour- 
able balance of trade in private merchandise for India and 
Burma, on a pre-separation basis, during the thi'ee war 
years has been an average of Rs. 87 crores a year against 
an perage of Rs. 44 crores a year for the quinquennium 
ending 1938-39, as the figures given below Indicate:— 



Us. (crores) 

1939-40 

77 

1940-41 

i>\i 

1941-43 

115 


?6l 


I As against these powerful infiatiouary forces what have 
|we to set down on the deflationary side? The increase in 
the Funded Debt of India, Ti'easury Bills of the Govern- 
ment of India, Post Office Savings Bank Deposits. Cash 
Certificates and Defence Saving Certificates, amounts to 
Rs. 23^ crores during the three war years, 1939-40 to 
1941-42. But against this we have to set down the 
; decrease in sterlii^ debt amounting in the same pei iod to 
Rs. 289 crores. It would thus appear that the total debt 
of India has decieased rather than increased dlirin^this 
period. No doubt the volume of producMn in the .c^uStry, 
particularly the production of war materials, has inci'eas- 
ed considerably since the outbreak of war. It is difficult 
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to measure the extent of tlie increase in the volume of pi* 0 ' 
ciuction and trade; and Capita Ps index of Indian 
industrial activity, though it may not show the full effects 
(ff the increase in the production of war materials, yet 
gives n rougli idea of the increase of productive activity 
in the community. According to this index industrial 
nctivilv in India has increased from 1111 in 1938-3& to 
1227 in 1941-42. i.e., by ID per cent. Thus the balance 
is oei tainly licavily in favour of price inflation. The note 
circulation Itas been increasing with increasing momentum 


as is shown in tiie following tabic: — 

Taiu.k XIII 

Xotes in circulation Indices 
Its. (01*0 res) 

, lOudofSrja. UK)') 100 

IfUn 113 

IIM1 2Sfi*lC 142 

.. VM’l 492*511 243 


The situation is even more serious than the figures reveal, 
inasmuch as with Burma in enemy hands, tne figines of 
note circulation in 1942 refer to India alone, though the 
figures for the earlier years are combined figures for India 
and Burma. At the time of writing (October 30, 1942) 
the note circulation has gone up to Rs. 514 70 crores, i.e., 
during the last seven months (April to October) note 
circulation has increased at the average rate of Rs. 15 
crores per month; and it may be anticipated that by the 
end of the present financial year the note circulation will 
have touched Rs. (IDO crores as coinparod with Rs. 190 
crores in March 1939 and a wholesale price index (on the 
basis of a correlation of 85) of 220 against 100 in August 
1939. As against this we may note that in the last war 
the average note circulation increased only by about 
Rs. 100 crores in a period of 6 years covering the war and 
the post-war boom. An uneasy factor in the situation is 
the mysteiy enshrotiding the circulation of one- rupee notes 
about which the Government give the public no informa- 
tion in the form of |)ublished statistics. No doubt as 
against the enormous increase of note circulation, it may 
be urged that much of the notes issued simply replaces the 
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metallic coins which are boinp; rapidly hoarded. I hit if 
we accept Prof. Ma ha la noins 's esliiiialo of the rupee lir* 
eulatioii in 1940 at Rs. 105 ci*oi'es, we sliall hud that the 
scope for lioantin*^ is not iiuliinited. Further a clicck lo 
hoarding has already been applied by reducing I lie silver 
content of the ru|)ee coin. The standard silver coins are 
being recalle<l and deprived of their legal tender quality ; 
and should these coins come out of the hoards, (hey would 
cause the prices to rise still further. Just n( iirescni, 
however, this chance is rather remote; as with the rising 
)>rice of silver bullion it may soon be more prohtahle to 
melt the standard silver coins than return them to the 
mint. Rise of prices during a period of i»rolongcd war is 
unavoidable, as I have tried to show in my paper <m 'M*ricc 
Policy in Wartime;" but to prevent a runaway price level 
one would ex|)ect the Government to balance its Inid^et; 
failing which, to follow a vigorous loan policy. During 
the last war the rise in the price level in Imlia vvas • 
moderated by allowing the exchange rate to vary: but 
during the present war the (Joyernment has so far been 
follovJing the policy of maintaining the exchange constant 
at Is. 6a. to a rupee. 
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BY 

S. Gopalswamy, M.A., 
l.f'vturt'v in Economics, M/fSore Cnicensity. 

There is an intimate connection between the Banking 
system and the economic life as a whole, and as intimate 
an association between it and the monetary mechanism. 
It is this duality of significance which gives rise both to 
the practical anil the tneoretical problems of banking. 

The primary functions of the banking system 
involve 

{ 

(i) The provision of nart of the ordinary circulat- 

ing medium in tne form of bank notes, which 
power of note issue at present is usually 
concentrated in the hands of institutions 
generally known as Central Banks. Such 
institutions are regarded as being placed in a 
peculiarly privileged position and are expect- 
ed to function in certain specific ways. The 
Reserve Bank of India occupies sucli a posi- 
tion in British India. 

(ii) The provision of facilities to the public for the 

custody of monies. The excess of income 
over expenditure at any given time results in 
a current balance which u small can be easily 
held in the form of coins and notes as cash 
balance. Larger balances involve the [)ioblem 
of safeguarding even in the case of indi- 
viduals. It b^omes intolerable in the case 
of large firms, public bodies and even of the 
State. It is therefore a matter of great 
convenience that there should be institutions 
prepared to receive the current balances of 
individuals, firms, corporations, public bodies 
and the State. 

(iii) The proYision of facilities for the transfer of 

such balances from one party to another 
38 
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(iv) The provision of facilities as a do|)osiiory Tor 
permanent savings, whicli form llio iiasis <.1 
the capital l•esonl^•es of the lonummily. 

(v) Acting us \mvl of the investment agencies of 
the community. The banker a<lvances ilie 
funds entrusted to his care to those who will 
pay for the accommodation. The i>attern 
of such investment o|)c rat ions differs from 
country to country due to diffei'ences in the 
economic structure and economic circum- 
stances. Each pattern, however, represents 
a mixture of tradition, of judgment and of 
prudence. Vet, in all cases, the dislribnlion 
of banking assets is closely associated with 
one of the main pi'obleins of luuiking, r/i.. 
the problem of liquidity. What proportion 
of a banker’s liabilities should be at all times 
covered by cash assets or by non-cash liquid 
assets is in part a matter of tradition based 
upon experience (as in England), while in 
India under Section 42 of the Reserve Bank 
Act, which applies to the Scheduled Banks 
and Section 277 L of the Indian Companies 
(Amendment) Act of, 1936, which applies to 
Banking Companies in genei'nl minimum 
cash reserves (which usually may be less than 
those actually held) are statutorily prescrib- 
ed. The Mysore Companies Act of 1938 
follows the Indian Act in this respect. 

This problem of cash ratio to deposits assumes an 
ii^ortance all its own when we consider the subject of 
y Creation of credit by banks.'* In less advanced countries 
in which borrowers take up the proceeds of their loans or 
discounts in cash the effect is simply the substitution of a 
non-cash for a cash asset. With the expansion of eco- 
nomic activities and the growth of the banking habit the 
advantages of leaving the Arrowed money with the banker 
to be drawn as and when necessary by means of cheques, 
will convert the borrowed amount into a deposit. Thus 
the first effect of granting an additional loan is simply to 
swell the deposits as a whole whilst leaving the total volume 
of cash unweeted, but adding to the non-cash assets an 
amount equal to the total of w loan. This is the truth 
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rnihndie<) in ihc slognn “loans make clejiosits. An 
oKleiision ol* iho. (>l»erations by the banks a<l(ls to 

I ho power ol’ the eonumuiity in-espeelive of the 

v(}iiune of eunvnt savings, ll is natural that hanks 
prompted by ilie prolit motive are anxious to lend and 
iioesi as far as their resourees permit, subject to tlie limits 
Ilf safely dielale<l by consideratioas of Utpiidity. One of 
il>e imj)ortaiit eonsidern lions to which the hanks must pay 
attention is ihereforc the amount they possess of cash and 
f)l Ollier assets which can easily l)e turned into cash. 

'rhe pro[iortions of the bank assets between the interest 
beariim securities and the idle cash are always varying 
and the f>criodical cxj)ansion of credit by banks due to 
changes wliich may l)e taking place in the business world 
will |>erinanently change the proportions into which the 
bank assets arc divided. Besides, there is another positive 
influence in an advanced economic community nowadays 
accustomed to a highly organised banking system. The 
• financial operations of the modern state have a close bear- 
ing upon the business of the community and through the 
hanking system influence the credit resources. The 
Government Im si ness is the largest single business in every 
advanced modern state. The raising of the normal 
revenues by way of various kinds of taxes and fees, the 
borrowing operation to finance emergency expenditure 
undertaken by it or to balance deficit budgets, or as normal 
ways and means transactions, and the exj)enditure of huge 
sums thus raised through the various spending depart- 
ments of the state, maxe such operations and the banking 
system intei‘dej>endent. 

In any advanced community because of the almost 
universal demand for the accommodation which banking 
affords, and because of the tremendous power that is 
inherent in the control of loanable funds and because of 
the close reaction of these upon the general economic 
welfare and the operations of the Government, the bank- 
ing business has always been regarded as quasi- public in its 
nature. The maintenance of a balanced relation between 
the financial operations of the business community and 
those of the state and an even tenor in the tempo of business 
demand the reflation of banking, currency and credit 
Such responsibility is usually entrusted to a Central Bank 
which through the weral devices at its command has the 
responrability of marataming in the general interest of the 
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community, the stability — both internal and external — of 
the national monetary unit. A central bank undertakes 
monetary regulation, and regulates the banking activities, 
controls credit and co-operates with the other ceiitrai 
banks- Presuming a banking system with disciplined 
membership, the policy of the Central Bank will be appi*e- 
ciated by the constituents of the system as highly beneheial 
for mutual safety. The banking system if it is to function 
efficiently, discharging its varied J*esponsibilities to the 
community, should be organic, co-ordinated, regulated and 
controlled, 

‘Tn no advanced country in the world are banking 
facilities so inadequate as in India. The Central Bank- 
ing Enquiry Committee stressed the necessity for a central 
banking institution in India for securing the develojunent 
of Indian banking and ci'edit system on a sound and 
proper basis. That l>ody considered it to be a matter of 
supreme importance from the point of view of the develo))- 
ment of banking facilities in India, and of her economic • 
advancement generally that a Central or Reserve Bank 
should be created at the earliest possible date. "The 
establishment of such a bank” they stated, ”would by the 
mobilisation of the banking and currency I'cservcs of 
India, on the one hand tend to increase the volume of credit 
a*vailable for trade, industry and agriculture and to 
mitigate the evils of fluctuating and high charges for the 
use of such credit caused by seasonal stringency.”^ 

The establishment of the Reserve Bank in 1035 marks 
the culmination of a Jong period of development. The 
Statute governing it represents a compromise and leaves 
many things desired. It is also not difficult to find fault 
with the bank’s policy during the few years of its existence. 
But there is no denying the fact India has at pmsent an 
equipment of the mechanism for the control of currency 
and credit on the lines ap]> roved of by modern experience 
elsewhere. A great deal of the future will, however, 
depend not merely on the regulation and control provided 
by legislation but by the traditions and conventions which 
the banking system will set up by making use of the oppor- 
tunity thus provided. 


‘ Banerjce, A Study of Indian Economics, p- i8o. 
• Report, p. 417. 

F. 6 
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The development and distribution of banking in India 
has been described as being haphazard and irregular. 
This is explained by the general avoidance of Indian State 
areas by responsible British Indian Banks. * ‘British 
Indian banks are loth to place their interests under the 
protection of Native Princes. ’ The difficulties connected 
with the legal, judicial and administrative problems affect- 
ing banking on account of the different jurisdictions may 
Joiul some justification to such a view. An enterprising 
I)ankor conscious of the historical accidents conditioning 
the political evolution of our vast country, would strive to 
get over such difficulties while in search for new fields for 
expansion of business. In fact in went years, there have 
been indications of such cnterjirisc even though the politi- 
cal environment continues unchanged. 

The Indian States, however, have identified them- 
selves to a greater extent by surrendering many of their 
rights — a few involving financial sacrifice — in the interests 
^ of wider economic unity. “In the process of the economic 
unification of India which progressed so rapidly after the 
assumption of paramountcy by the Crown, many states 
abolished the separate currencies which they had formerly 
possessed. In most cases the abolition was final . . , It is 
thus a fact that at the present time the currency needs of 
India are almost entirely met by the notes and coins issued 
by the Government of India.*’* Under Article 12 of the 
Mysore Treaty*’ the coins of the Government of India- are 
declared to be legal tender in Mysore and separate coinage 
of the Mysore State shall not be revived- Under the 
Mysore Paper Currency Act of 1919 as amended in 19‘d8- 
39, currency notes issued under the Indian Paper Currency 
Act and under the Reserve Bank Act of 1934 shall be legal 
tender in Mysoie so long as they are legal tender in British 
India. The Government of India earned a net income of 
Rs. 324 lakhs in 1941-42 as a result of the transfer of the 
currency profits by the Reserve Bank- So long as the coins 
and currency of British India freely circulate in Mysore, 
her claim for a share of such |)rofit3 is irresistible but the 
Governinent of India have not conceded such a claim 
Mysore identified herself with this and other all-India 

* Muranjan, Modern Banking in India, p. 3a. 

* Indian States Enquiry (Finan^ud) Report. 1932, para 407 

* Mysore State Papers, Vol. 1 , p. $ 8 . 
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activities “so that its subjects might participate fully in 
the benefits arising from the central administration ol those 
great public ^rvices.”** Yet. the Tact is that “the States 
occupy a. position of subordinate isolation without means 
of guiding or even of effectively influencing policy at the 
Head Quarters of the Government of India in regard to 
money matters in which they have a very direct unci 
material interest.*’’ 

It was expected that the establishment of the Reserve 
Bank would usher in a new era of greater economic unity 
between the two Indias. But the Act applies only to 
British India. “Unless the States are also included 
within the zone of its o|>eration. the Bank will fail of its 
purpose. As British Indian money is legal tender through- 
out India, the bank will not be in a position to maintain 
stability of the monetary system unless it is in a position 
to regulate the volume of currency and credit for the whole 
of India. Factors leading to a greater or smaller absorp- 
tion of currency or credit by the States such as the financial 
operations of the States’ Governments, changes in the 
hoarding or banking habits of the States people and 
princes, changes in the methods of private and public 
economy in the States, a greater or smaller resort to the 
use of local currency in such States as Ilyderabud. 
Travancore and so on are likely to affect the powers of 
control of the Reserve Bank over the country’s monetary 
system. Unless the Banks in the States whether having ’a 
branch in British India or not are also included among the 
Scheduled banks and brought under control. . . . there 
will not be that amount of unity or policy in the regulation 
of currency and credit which may be necessary for the 
Central Bank to secure monetary stability. Various 
legal difficulties are apprehended as the Act is very 
defective in its refei'ences to and distinction between 
“India” and “British India.” Modifications of the Act 
to overcome the present defects and to extend the opera- 
tions of the Bank so as to bring within its scope, the bank- 
ing systems working within tne States and the financial 
operations of the State Governments cannot long be 
deferred in the interests of the structural unity of the 

* Indian States Enquiry {Einaneial) Report, 1932, para. 29. 

^Indian States Enquiry {Pinanciai) Report, 1932. para. 32, 

• A. Ramiah, Reserve Bank Act, 1934, p. 6. 
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Indian banking, system. It is hoped that under a Federal 
Government, the States also would have the oi>portuiuty 
of exercising their due share of influence. That was the 
reason why the States' Enquiry Committee of 1032 were 
unable to recommend the acceptance of any claim for the 
distribution of the currency profits among the prospective 
federating units, inasmuch as “coinage and currency" is a 
prospective Federal subject.® 

The problem of co-ordination and control of banking 
in Mysore has to be viewed, therefore, from a twofold 
point of view — (1) as an all-India problem; and (2) as a 
regional problem with special responsibilities to the Mysore 
State. A brief account of the i)osition at present of bank- 
ing and finance in the state is a iiec’essary prelude to proper 
appreciation of both aspects of the problem. 

As in other parts of India, organised banking in 
Mysore State is of recent growth. The sowkars or the 
individual moneylenders happened to be the mainstay 
for the supply of the capital and credit needs of the 
community. These play an important part even now in 
the financing of trade and agriculture. There was no 
interference with the freedom of contract until 1023 in 
whii'h year the Usurious Loans Act provided some relief 
to the debtors by empowering the courts to re-open the 
transaction and relieving the debtor of all liability in 
respect of excessive interest. This Act was defective in 
60 mr as the definition of usuary. i.e., what constitutes 
excessive rate of interest, was left to the discretion of the 
court concerned. These defects have been overcome in the 
Moneylender’s Act of 1939. This Act provides for the 
registration and licensing of moneylenders who are 
obliged to maintain proper accounts, give receipts and 
furnish statements of accounts whenever demanded. The 
maximum rates of interest for decrees passed by courts aro 
specified. Penalties are laid down for the infringement of 
tne provisions of the Act as also for molestation which is 
made a cognisable offence. The control exercised in this 
manner has greatly relieved the strain and the severity of 
the usurious practices of the moneylenders of former days. 
According to the census of 1941 there were 1250 persons 
in the State having money lending as their principal means 
of livelihood. 


'’Indian States Enquiry {Finaueial) Report, 1932, para, 408. 
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The indigenous bankers form a separ«ate class by 
themselves. These are mostly Multanies and Mai waries. 
It is difficult to estimate their operations as no reliable 
statistics are available. Some of them deal in bullion 
also. They are concentrated in important trading centres 
in the State. Hundee business forms ]>art of their 
dealint^s. '‘Although the financial aid rendered by the 
Multani and other outside banking firms enabled the local 
merchants to export their produce at rates much cheaper 
than they would have obtained without such aid, the 
profits accruing from their business were too small tn 
ensure any rapid increase in the material wealth of the 
State and the heavy rates of interest charged by these 
moneylenders made it hardly possible for the merchants 
to carry on a profitable business. 

The importance of the indigenous bankers even now 
in the internal trade of the country is a factor to reckon 
with. Recently an Association among these has been 
formed, registered under the Mysore Scientific and 
Charitable Societies Act, intended to promote support or 
oppose legislative or other measures affecting banking, 
trade, etc., and to elect representatives of the Association 
to serve on public bodies like Legislative Council, 
Representative Assembly, etc.'* This Association was 
registered in December 1640, after the enactment in July 
1939 of the Mysore Moneylenders Act. 

The members of the group of indigenous bankers do 
not appear to have established any enduring contact with 
any of the Joint-Stock Banks coining within the jurisdic- 
tion of the Mysore Law. Their dealings so far as their 
i^elations with the Joint-Stock Banks are concerned appear 
to be confined to the branch of the Imperial Bank which 
is located in Bangalore Civil and Military Station, outside 
the jurisdiction of the State. The branch of the Central 
Banlc of India in Bangalore City within the jurisdiction 
of the State, opened a couple of years ago, may have 
acquired a portion of their business. 

The coffee planters, both Indian and European, to 
some extent depend upon the exporting coastal firms such 


Handbook of Conttncrcidl Information for Mysore: Pef'orlnu ul 
of Industries and Commerce, I94i» P« 47 • 

* * Report on the working of the Joini-Stoek Companies in Mysore 

for igis, p. 34- 
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as Aspinwali & Co., Ltd., Pierce, Leslie & Co.. Ltd., 
Volkort Bros, etc., for their working capital. Advances 
are made by these firms on the mortgage of the crop, the 
amount depending upon the estimate of the probable yield 
and price of the crop. The advance is made in instalments 
as and when required. Often the financing firm under- 
takes the agency work for the purchase and supply of the 
requirement.^ of cultivation. The entire saleable crop is to 
be delivered to the mortgagee firm. Information is not 
available relating to the extent of such operations, The 
service, though <mite convenient and efficient, proves to be 
very costly and there is always a desire, at any rate among 
the Indian planters, to keep away from such firms. To 
the small planter such an arrangement is altogether out of 
the question - 

Joint-stock banks organised on modern lines have 
spread in Mysore during the past quarter of a century. 
Mysore is compa.ratively the foremost among the few 
Indian States with such banking facilities. Twenty- two 
))lace» command the services of organised banking insti- 
tutions. All the District Headquarters, cities and towns 
are endowed with some bank or branch of a bank. Judged 
by the population standard, all the seven places which 
f ^ po}mlation of 20,000 and more have banking 
lacilities, while of the ten towns with a population between 
10 and 20 thousand, 7 had banking offices in them. The 
remaining seven places where branenes of banks exist have 
a population less than 10.000. 

The number of Joint-Stock Companies, according to 

return for the year 1041, *’•' registered as banKing 
Companies in Mysore was 49, of which only 6 were 
^^^oised modern banks. The rest were all mere loan 
omces. Only three of these six had a paid-up share capital 
of Rs. 1.00.000 and above. The aggregate of the paid-up 
capital of these three was Rs. 29,50,000 out of a total paid- 
up capital of Rs. 40,90,000 of all the banking companies 
i^giatered in Mysore. There is no special Banking Law 
in Mysore. The Mysore Companies Consolidation and 
Amendment Act of 1938 follows closely the lines of the 
Indian Companies Amendment Act of 1936 in providmsr 

Companies under Sections 

'* Report of the Registrar of Joint-Stock Companies. 
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'riie chief Joint-Stock bank servin’^ (he Sijiic i.s the 
Bank of Mysore, Ltd., which wasstaiied in 11)1 wiili Uie 
active patronage and support of the (Jovenimciil. With 
its Head Oftic^e in Bangalore City, it lias 22 liranclios 
serving 2l) different places. Its capital and Kesevves 
amount to Ks. 47 lakhs and its deposits amount to Hs. ^ 80 
01 * 0 res. The Bank acts as Bankers to the Government of 
II is Highness the Maharaja of Mysore. A small portion 
of the Treasury work has lieen entrusted to the Hoad 
Office. It has been closely controlled by the Government 
in its administrative capacity by the imposition of some 
cautionary limits to business in addition to the statutory 
control under the Company Law. The bank cannot 
undertake foreign exchange business. The publication of 
the weekly statement of affairs in the Mi/so/e Goreniy/u nt 
Gazette is insisted upon. Generally all advice tendered by 
the Government in regard to the management and to the 
employment of funds is resi)ecled. The books of the bank 
are always open to Government audit and scrutiny. 

The Bank's policy has been to subserve its primary 
aim as a commercial bank. It is through commercial 
banks that industry, trade and commerce, the professions 
and the general puolic usually come into contact with the 
machinery of finance in its capacity on the one hand as 
lenders to the banks and on the other as borrowers from 
them. Though it is common to stress the lending aspect 
of a bank, its function as a borrower is equally important. 
The modern world is accustomed to use the banking system 
not only for purposes of borrowing and the depositing of 
idle funds but also for making payments by means of 
cheques. The Bank of Mysore may justly claim to have 
popularised not only the use of cheques in the State but 
also to have laid the firm foundation for making banking 
on sound lines appreciated by the wider public in the 
interests of the general economic welfare. 

Right from its inception, the Bank of Mvsore has 
bestowed thought on the important question of branch 
banking. To-dav all important ti:ade centres within the 
State are served by a branch of the bank- “The purpose 
of branch banking is mainly to assist in the geographical 
distribution of risk and to draw deposits from as wide an 
area as possible, besides advertising in a persuasive, and 
practical way the good effects of honest and honourable 
banking as against the evils inseparable from moneylend> 
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ing with which people are so familiar/' Besides, branch 
banking which involves growth of size brings with it 
economy in resources, increased safety, economy in 
expenses and profitability. Branches, however, are at 
present confined to the limits of the State. It has been 
suggested that the branches of the bank may be opened in 
Presidency Capitals like Bombay and Madras outside the 
State. Perhaps the Manajremcnt may be of the view that 
the advantages of a move liKe that may not be conclusively 
advantageous and profitable particularly on account of the 
intense competition in such places. It may after all be 
prudent to expand and consolidate within the State rather 
than venture on a scheme of expansion brimming with 
doubtful possibilities. 

Hanked as one of the big seven Indian banks, 
I ml ay the Bank of Mysore is jierfectly sound in 
every rcs))cct. Its growth of thritt deposits hai>pcn8 
to have attracted notice as a remarkable feature.*® 
Its investments happen to conform also to the latest bank- 
ing thought, w'hich has changed the emphasis from 
I 'liquidity'* to ‘'shiftibility.'*'* It has through its pioneer- 
ing work and development of a strong regional character 
within the state acquired a valuable goodwill. Conservative 
traditional banking principles and rules of practice have 
guided the conduct of business. Unwarranted departures 
would mean, in the view of the management, ‘^not only 
halm to the permanent interests of the bank but also 
entail a deviation from the straight policy with which 
hanking is so prominently connected in the public mind all 
the world over.’^*® 


Muranjan, Modem Bonktptg in India, p. 217. 

Commyssion of Enquiry into Banking, Currency and Credit in 
Ireland, 1938, p, 161. 

Silver Jubilee Souvenir of the Bank of Mysore, p. 15. 
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In recent yeai's In'anches of a few joint-stock banks 
incorporated in British India have been opened in parts ot 
the Stale. C'hief among these ai*e the Indian Bank of 
Madras, the Central Bank of India. Bombay and the 
C/Uuava Bank of Maijga4oix>. 'I’hal ill-fated Iravmicore 
and Quilon Bank through its couple of branches in the 
SUiU^ also attracted considerable attention during the 
ijeriod of its short-lived esistenee. 

Dclilxjrale avoidance of Intlian State tcri'i tones by 
cvcii the more prosi)on>ns among liuliuii Joint-Stock Banks 
was attrilmted as a cause of the intjgular and haphazard 
development of such instiUitions. Yet in lecent years the 
stress of competition among them and the search for new 
Helds for expansion of business have manifested themselves 
jii a spirit of enterprise in spite of the legal, judicial and 
administrative complications involved in subjecting them- 
selves to the jurisdiction of the States. So far. however, 
as Mysore State us concerned the great industrial and 
commercial exj)anHions of the recent decades has olfercd 
groat opportunities for extension of Banking business. 
Scjiarate statistics relating to the business in Mysore of 
this group of banks not being available, it is yeiy difficult 
to estimate the nature and extent of their business. It is 
surmised that generally these branches serve as "feeders** 
“the deposits attracted by them being far in excess of 
ihi'ir Im’al investments. If this be so, does it meaji that 
Mysore is in u position to "expoil capital" in this manner? 
Such questions have l>een foiled to the foi^efronts as a', 
result of the activities of iMinks registered outside the 
Stale. 

There is no doubt that in recent years the people of 
Mysore are better bank- minded. These outside banks must 
have their due shai'c of credit for such expansion of bank- 
ing It is also true that as a result of competition bank- 
ing service is becoming chea|)er and more efficient. But 
at the same time it must be recognised that under the 
existing law in Mysore, there is no means of ascertaining, 
much less controlling, the investment operations of these^ 
outside banks to safeguard the intereaU of the local 
depositors. "The tying up of local deposits to the extent 
of nearly 30 lakhs (as stated) in one of the outside Banks, 
which is now under liquidation, lends practical 
importance to this particular aspect and seems to indicate 
that some kind of suitable restriction on the operations of 
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these outside bank^ is required in I lie iiiteresis oT the 
numerous innocent depositors/*"* 

Insistence on a local Board of Directors, eloscj' stale 
supervision through a higher class of ofTicinls and flnougii 
recognised governmental Auditors, periodical •uiUn)rita* 
tive publicity of the extent and details of the op('ration>< of 
the bank within the State, and finally insistence upon tlu* 
investment of a prescribed percentage of their local 
deposits within the State and a, part of it at least in .Mysore 
Government Securities, — have Ixjcn suggested ns lomedinl 
measures to ensure the safety of local interests. Statutory 
enforcement if found necessary should not he shirked in liu* 
larger interests of sound hanking (level opinent within the 
State. 

A branch of the Imperial Bank of India has been 
functioning in the State since a hnig time. Its positi^ni is 
somewhat peculiar ns it is located in the Civil and Military 
Station of Bangaloi'c. This tract of land, almut 14 square 
miles in extent, has been assigned "fiee of elinrge to tl)e 
exclusive management of the British (iovernmciit ' and 
His Highness the Mahaiaja of Mysore has i*enounced "the 
exercise of all jurisdiction in the lands so assigned."’* 
This arrangement necessitated by the Military require 
ment has been responsible for a certain clash of interest in 
the economic sphere. 1 'hc gimvlh of population and 
business in this '‘Integra! part of the Mysore Slat('" 
(Reply of Lord Reading to the address presented hy tin* 
Municipality of Assigned Tract — has not fully 
benefited the people of the State on account of tlii^< 
“foreign jurisdiction." Business units established here, 
while enjoying all the ‘conjucturar advantages of Mysore 
State, have escaped the reciprocal old ignt Ions. 

The old BanK of Madras opened a hrancfi in’ this atva 
of Bangalore on account of the [pressure and indiK'ument 
of the Military and the European civil population of tho 
place. Since then it has enjoyed the Govern nu*nt 
)atronag€ and concessions. The Mysore Government also 
lave large dealings with it. The financial transactions 
>etween the Mysore IKirbar and the Government of India 
are adjusted through this branch. The cash balance of 

'^Mysore Bank Sitvt'r Jubilee Souvenir, |>. J 41 - 

Memoraudnni of /Ixtiqmuenl. — Mv<t>rc Sinii- \'til. 

I. P- 54- 



s. COPALfiWAMY 


the Dcwan of Mysore with this branch on :M)th June, 1941, 
was Us. KW'64 Inkhs (Rovenuc ami Finance Accounts 
1940-41 — p. 208). ‘‘Many of the Industrial concerns in 
the StaU* have Ijeeri lijiaiiccd by this llaiils."" Recently, 
a Pay Office has l)een opened in the eilv area. Without 
fonninj; an or^uinic part of the Hnnkinjt Kvsteni of Mysore, 
this iiistittitioii has Ixvn fnlly exploiting the Iiusiness 
|ir()spenly of the State thus proving to hi a serious 
inin|ietitor witli the institutions corning itirectly within the 
jurisdiction of the State authority. 

On a smaller scale the ro-oi)erativc organisation withiir 
ihc State has l)ccji aftempUng to meet the financial and 
hanking needs of the state. The co-operative so<a<‘ties 
registered under the Mysore Law total 10.50 of wl>i<h 52 
are Land Mortgage Banks and l^ooicties. 1939 are agri- 
eulturnl. ami :120 arc non-agrieulturni credit Societies. 

Ihe working capital of those, groups of societies is ns 
follows: — 




IN. ill lakhs, 
I ran 
.vr.u 


.NL'Hriiniii«a| fVr <Hi 

Phe urban co-operative lainks working in the cities 
and ?i few of the chief towns arc well organised and of 
great help to the official class and the i)ettv tradevH. Their 
doimsits are large and almost nil of them have nmr.slmJIcd 
t heir own resources to he able to meet the increasing 
jiemand tor accominodatinn without seeking the aid of 
higher fiimneing institutions, 'fhoir innucnce in the 
shrend of the habits of thrift and banking is not inconsider- 
able. In B«angaJorc City the Joint-Stock banks feel that’ 
tne iiowertui co-operative banks ha[>i)en to l>e a source of 
competition m the matter of deposits. These urban Iianks 
lave gained and held the confidence of the investing riublic 
ami have Ix-en striving to establish a position of incieosing 
importance and influence in the financial world. 

\ finance has not develoiied as well as one 

touched even the fringe of the problem. The flflvoloi.mcnt 
f agneiiltural credit is closely connected with the problem 


'■ lfo,.dh„ok «/ Commercial Informalinn for Mysore, , 941 , 


p. 49 
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of efficiently (ho nnhiii»al iv.^omn's I'm iln* 

economic l>c’ttermeii( of il^e ryot. No siiiiuinK oi ilu* h.iuk 
iug* problem can U' tlecniotl (c> Iv compleie wiihotu 
attention being •^ivoii to tlic pn»blem «»f linking agi irnhiM.il 
credit witli the Jughcr (inancing organisation of Jhc Siaic. 

No account of banking in .\iys<)rc is conijilcU* witlioni 
reference to the Post Office J^avings j tanks and tlic mi|>oi i 
ant role of the Mysore Govorninent in (ho prm'lsion of 
various kinds of banking facilities, 'flic Po.si Oilirr in 
Mysore which is a [jnrl of Uu‘ (jovcrniuciil of India 
organisation lias arranged tor >a\itigs l>nnls work in inori* 
liian 101) [)Iaces. 'I’he ilelails are n<»l asrerlainaitlc im 
sejjarale data relating lo Hieir opeiaiirais within ili<' xiati 
are )>uhlished. As in other naiTs of India those ac<rj)1 
both cnl) and time dof)osits. To (he small doi»oslior iluse 
lire very serviceable. The money order svsteni fact lit at os 
the ti^ansfcr of small sums from fdaco to \*h\vo at a (orn- 
parntively heavy chaige. 

The Government of Mysore throngl^ their Di-strii i .nnl 
'I'aluk Treasuries- about fid in nnTnl>cr — uiidojfake var ious 
banking functions. 1'he oldest of the functions happens 
to relate to savings hank work. The bala.ncft at credil of 
the savings bank account as on 30th June, 1041. nmonnleil 
to Ra. 209*49 lakhs. The Government does not hold any 
specific reserve against these de})oslts, which are rcgairl 
ed as part of the unfunded debt of the state. In rccetu 
years these operations have been extended by the iiilrnrluc* 
(ion of five*year de])osits and cash certificates. Tlic.se have 
[) roved to bo quite popular, (ho balance mider the iwo 
accounts on 1st July, 1941. b(*ing Rs. 152'2I lakhs. 
Remittance facilities have also been ircatcd hv Ihe intro* 
duction of the Treasury cash orders. The Govern men ( 
Insurance schemes — official and public— collect huge stuns 
every year. The balance at credit under this head amount- 
ed to Rs. 238*41 lakhs on 1st July, 1941. Besides, the 
Government loan and ways and means operations have 
their influen^ on the banlting system generally. 

^ Lastly, it is necessaiy to refer to the different schemes 
initiated hv the G^^vernmont for financing ngrf<'ul 1 i>rc 
trade, and industry. The Severn I DcuniliuciUs nf iUv 
f^tate undertake such functions. The takkavi, fruit culture, 
land improvement, sericulture, and coffee loans, hire 
pin-chaae loans for installing electric pumps and machin- 
ery. loans to cottage and large-scale jndiistrie.'^ fo cn 
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o})orative .wioties are n few of the objects fov which 
tinanciul <aid is extended. To I he (Jove in meat employees, 
advances for houso-buildiiig or purchase, and the 
inirchnse of motor cal's and IhcycIcR are also given. These 
amounted to a total of nccarly fit) lakhs on 3(lth June, 1941. 

Hiese dilfeivnt units which constitute the lianking 
;unl linancinl basis of the Stale happen to be independent 
(jf r>jie anotlier. Kach, working in its <i\vii way. has 
aiuiineii a eerlaln rneasniv of micicss. 1'lie Intimate con- 
nection liotween the bunking svslcni and cionomic life of 
the community demand'^ (lu* cHu’icnt marsballing of tlic 
eixulit resources of tbe cmunninilv l^v sol id a ting Uie 
different units and hv their iu*oi>ei* inlegratiini and co- 
ordination. (’ontn)l wherever found to he uceossarv must 
be exercised unbesiiatijigly. It is only such an attitude 
(hat will ensure an organic development <if banking in the 
Slate. 

Mysore can justly claim the jireinier [xisition in regard 
U) her in<!ustriai advaJU'Cinent by an imposing roeord of 
industries. She ha< not so far iK'stowed adeciualu atteii- 
tinn to a serviceable and ellicient orgaiiisalioii of capital 
ami (TOflit by proper banking m^gulatioii . Mysore missed 
a chance to investigate this i»roblem in 19S(I when the 
('<‘iitral Hanking Knquiry (’(unmitlee offered facilities U) 
the Indian States also to associate themselves with their 
erupdry. by not availing herself of that opportunity, 
Occasionally, however. ! lepartmental Investigations have 
iH'cn undertaken in <oiiiiection with speeilic tjucstions. 
A eomfuehensive encjuirv involving a thorough investiga- 
tion of the diverse jirohlems relating to linaneo, capital, 
banking and <T€dit is an urgent need if an organic system 
is to be evolved. Such an enquiry should examine tlie 
problem of banking and finance from both its regional and 
its allTndia aspects. 

As an all -India problem, the banking system in 
Mysore offers no direct connection with the all-India 
banking system. The Bank of Mysore is the only institu- 
tion Chat has developed well and which has a distinct 
regional character. It is not one of the scheduled banks, 
although in the list of scheduled banks appended to the 
Reseiwe Bank Act, the name of the Bank of Mysore also 
was included. The Reserve Bank Act excludes the co- 
operative societies registered in the Indian States from its 
perview The outside Joint-Stock banks working in 
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Myisotc have only a hui>uic««> in Lores i iji iho suac. Ihc 
Goveriimoiit of Mysuj'o have nol in any inaiiiici 
contact \v 4 U 1 I ho Koi>ei*vo Hank. 'I'iioir loan tijn'ralions 
have Lmjou all inUopoiKlonlK inana^oil. 'rims wliilo llie 
desii*c to link ourselves up wilh the all-Iiulia liaiikiii^ 
systein. is theix\ il has nol so far manifoste<l itself iii any 
(iefuiite. tangible ami praolioal iiiaiiiiei'. Haukiu^' in 
Mysore is isolated and too inueli lucalised. 

In its regional asjHiCt the system demands much over- 
hauling. 'riie overlapping of functions ajiiong the ihlferenL 
imils could be avoided by division of j’espoii.sihihtics, 'I'hv 
position of the Hank of Mysore in relation to the Gove ru- 
in enl of ilysore shonhl \ks more clearly dehnecl. Tlio 
reniiLtanee iraiisa<‘tions of the Goverumoul of Mysore wlt)j 
the Bank of Mysore, (who are allowed the i)nvilege juid 
the honour of styling themselves as “the Hankers to I he 
(ioveinineni of Ilis Highness tlie Maharaja of Mysore, ’) 
during the year 1940*41. amounted to a tota.i oi Hs. 
lukhs, while those with the branch of the linpei ial Hank it 
amounted to a total of Rs. 58G'83 lakhs. The casli balance 
of the Government on 30th June, 1941, with the two insti- 
tutions amounted to Rs. 47*20 lakhs and Rs. 133 04 lakhs 
respectively.'® Thus an outside bank attracts greater 
busmess from Mysore Government than the j>rcii)icr 
regional institution. 

C’ontrol over the banks established outside the State 
but doing business within the State should be exercised on 
tlie lines already indicated. Under the recent Mysore 
Insurance Act (of 1939) a gieat deal of safety been 
sec u led for the Mysore ^ate Policy-holders without 
stifling the activities of companies which are not in- 
corporated under Mysore Law. Similar safeguards may 
be thought of in the sphere of banking also. 

The Tieasury in Mysore has been compelled to under- 
take various functions which may be considei'ed strictly to 
belong to the sphere of private initiative. The result has 
been a rapid growth in the operations of the Ti-casury, 
But the rcsoutces commanded by the State have not l^eeii 
made automatically available to the benefit of the economic 
needs of the community. The Bank of Mysore also has 
not been made full use of for l•elieving or sharing to a 
greater extent the work of the Treasury. Th(* Treasury 
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bv tiic very nature ol’ its business methods cm mot juo\e to 
be quite cliicient. A desire for prompt and busiiiessUke 
disposal of the work, consideration and courtesy to 
customers and that ardent aspiration to acquire a good- 
will and thus expand business, are rare traits among its 
personnel, 

Mysore iii s[Utc of her industrial progress continues to 
hi! a predoiiiinautlY agricultural tract. The general eco- 
iioinic iinprovcniciit is llicux'foixj clost'ly linkcil willi the 
i ai>iiig of I be Simula nl ot living of I he ryot, linancijig 
of agricullnral oja; rations and the ivlief of the [) resent 
lica\y liulchtedness arc also aisiH'ets wliich a total view ot 
i>ahUing involves. 'The linking of agricnllin'al finance — 
ilinnigh tiic iiunieroiis inoiieyleiulcrs in tile interior and 
I hr en-ojicralivc societies rcMU gaiiiscd ou more enduring 
and usi'lul lilies- will) the nalioiial banking system is the 
prribiciii rbatslioiilil engage alien! ion wlicn banking ri'fonn 
ill Mysore is e(»nteiii[»laled. 'Hie syslcinatie Iniproveincnl 
and develo[)nicnl of agricnllnn*. iiubiding IjoIUt juarkcl- 
iii;; faci lilies, depend upon :ui abundant supply of capital. 
U is only by a careful and rational use of our resources 
I bat a lasting solniion of our national economic problem 
iouhl be approached. The ape\ instilntion of the co- 
operative stnu'ture slionhl lie orgaiiieully linked with the 
orgiuiiscd lainkiiig structure of the state. Such a contact 
is iiccdeil not onlv from the point of view of supply of 
'Ilea)) and abundant capital, but also to ensure more 
liusiiiesslike methods among Co-oiwrativc Societies. 

On what lines could we oi^anist' the banking system? 
riie State may no doubt be prepared to undertake legisla- 
lion I'ven on the lines suggested I by the I'cceiit draft bill 
Issued hv the Kesewe Bank nsid according to local n^ds 
and circumstances. In addition, control and co-ordina- 
tion to be effective should be undertaken by a premier 
banking institution endowed with statutory powers. Banks 
incorporated outside Mysore are ruled out of account foi* 
such a purpose. There is only the Bank of Mysore 
siifiiciently well organised and developed that could be 
thought of for such a purpose.’ That institution has un- 
fortunately not developed on lines which will enable it to 
>houl<ler such a wider responsibility. It has been too 
iiide-bound and traditional in its policy. It has let slip 
o])portnnities for expansion of business and allowed power- 
ful rivals to establish themselves within its domain. 
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Mysoi’e industries have not bcaefifeil from ii in any sirik« 
ing manner. Its too regional a development lias deprived 
her of contact with outside centres of indnstrv an<l trade. 
Caring more for safety and prolit, it has followed sojii- 
pulously the policy of a shareholder's bank. Its eoniri 
bution during the period of nearly thirty o.'cisieme 

to the study of the problems of Mysore trade and indnstrx 
has not come to the notice of the public. Kven in respevt 
of trained managerial statf, it has lieen contimiouslv 
dependent upon outside talent. 

Those remarks ai'e not meant in the least to licllttlc 
the solid achievement of the hank. As at j>rescnt work- 
ing. it is not (piite well eqin|)]>ed to shoulder respon- 
sibilities of a higher kind involving the regnlnlion ami 
control of the banking system. Tlic onlv agency iliai 
could shoulder such a task is the financial’ dofairtmeiit of 
the Government. As it is the Treasury has been dis- 
charging various banking functions. The financial dcpari- 
ment has its Public Debt section to manage the loans of 
the Government. Dii*ect Financial assistance lo agri- 
culture. to industry and to its employees has been a feature 
of the Government policy. The Government insnranc<* 
schemes assure a steady inflow of resources. Hacked u]) 
by statutory authority, there is no banking unit that could 
be considered too f»owerfid that cannot be effectivelv 
controlled by the Department. Such direction would 
on.sure a most beneficial arrangement of regulation of 
finance and capital to the various national economic 
activities- 

If the responsibility for the regional legulatinn should 
devolve on a Department of Government it is l>est that a 
separate institution — a State Bank — is constituted subject 
to the guidance of the Government. A State Bank of this 
ty))e while continuing all the financing and hanking noli- 
vities at |) resent shouldered by the Government, can 
regulate savings, commercial, industrial and mortgage 
banking business through the diffei-ent units of the .system. 
The capital may he provided either entiiely hy the Stn.lc; 
or mfiy lie subscribed by the public, llie State ^larantccing 
the repayment of the cajiital and a fixed return on tiu* 
share capital. The shareholders will not have a voice in 
the management and their position will be similar to that 
of bond-holders. The management may be provided by 
the permanent officers of the Government or may be 
P. 8 
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entrusted to a statutory Board to be nominated for specific 
terms by the Government. 

In order to cope with the many-sided expansion of 
economic activity of the State, as well as to improve the 
resources available and its most efficient utilisation, and 
most important of all to co-ordinate, conserve and control 
the resources of the various financial banking and credit 
agencies, including those of the Government, such an 
institution is a necessity. A move like that besides ensur- 
ing a powerful organised chain of credit for supplying all 
the needs of the different economic enterprises in the state 
will also be the agency to link up the local financial and 
banking system with the controlled credit policy of the 
Reserve Bank. 

In such manner only can it l)C hoped to find a solution 
to the problem of co-ordination and control of hanking in 
Mysore from both its points of view, ns an all-India 
problem and as a j*egioiinl problem with special res^jon- 
sibilities to the State. An un<lertnking like that wouki be 
one more step in the pursuit of the policy of State Social- 
ism in Mysore,*** and would conform to the standard 
consistently aimed at by Mysore. In the memorable words 
of Ills Highness the late Maharaja of Mysore, *‘\Ve in 
Mysore form, as it were, a nation within a nation. While 
co-operating both with the Indian Government and the 
Indian public in measures which lead to the prosperity of 
India as a whole, we in our local sphere are doing our best 
to promote economic growth to the extent permitted by 
our resources/’** 

The Government in Mysore have the largcsl capital investment 
in business in the Stale as indicated In the followinff table: — 


Jotnt Stock companies incor- 

Number of 
conpanlcs. 

Paid up sltarc capital, 

Rs. 


porated ia My&ore 
Incorporated ouUide but 
doinj; huMncaa entirely or 
mainly in My«Are~ 

I$7 

^,35,96,090 


o^iWdc Mysore (but in India) 

4 

42.16,936 


(outside India) 

1« 

9,7736,147 3,9f),04386 

ns. A y 

working capital of co. 



*0 i 

operative societies 

Capital invested by Govern- 
mcnl in Indgslrial and other 

... 

2,71,77,971 

8 6% 

business concerns 

# ... 

18,97.14.000 

26.94,93,443~ 

67-9% 

100% 


** Quoted by P. H. Krishna Rao, Industry t« Mysore, p. 24, 
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Banking Reform in India 

The amended Indian Compaiucs Act of 1036 reveals 
the policy of the Central Government incorporating pro- 
visions for better regulation of Banking Companies in 
India. A special Bank Act. in the opinion of the Govern- 
ment, was not an “immediate prosjiect*' and so the adof>- 
tion of such a course. The Indian Companies Act of 1936 
was a distinct step towards the progress of banking regula- 
tion in India. But the failui'e in 1938 of the Travancore 
National and Quilon Bank which had numerous branches 
all over Southern India and even extended its operations 
to Northern India roused uneasiness as to the soundness 
of the smaller banks. The Reserve Bank of India, sub- 
mitted in November 1939 to the Government, a scheme 
containing certain proposals to guide and control Joint- 
stock baiiking in India. These proposals were submitted 
tn the form of a draft Bank Act. 

The draft Bill defines banking in the following words: 
“banking means the accepting of dej>osits on current 
accounts or otherwise subject to withdrawal by cheque.”* 
This is a simple definition of banking and fmnkiiig 
uomiianies as it meets the difficulty of including in a 
definition of banking those smaller institutions which 
refuse to comply witn statutory provisions of the Indian 
Companies Act and yet describe tnemselves as banks. As 
a minimum amount of ca 4 )ital is essential for the success- 
ful oj)eration of banking, the proposal of the Reserve Hank 
that banks with inadequate resources should not be allows 
ed to open up branches in the larger towns is a distinct 
improvement because inefficient, under-capitalised and ill- 
organised banks’ constitute a serious menace to the 
progress of banking on sound lines. 

To ensure an adequate capital structure, the draft 
Bill makes the following proposals: a banking company 
must have to start with a minimum paid-up capital of 
Rs. 1 lakhs but a minimum paid-up capital of Rs. 5 lakhs 

' Cbu$c 2(a) o( (he Draft Bank Aci. 
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il’ il docs business either jil ihmibuy t'aleuilu and tliat 
ii iniiniMum puid-up ea))ital of Rs. 2 lakhs if it does 
Inisiness nt places with a jiopulalion of one lakhs. More- 
over, a bank possessing a paid-up capital and reserve less 
than Rs. 20 lakhs will not Ik; allowe<l to operate outside 
llie limits (d its state or province. 

The projiosal that the subscrilwd capital of a bank 
sfjould not he less than 50% of the autliorised capital and 
iho [)aul-np capital should not be less than 50% of the 
Kubscril)ed capital dehnitely stops the scandal of issuing 
prospectuses with a very large aiithoriseil capital aiul then 
commencing business irrespective of the anioiiiit subscribed 
or paid-up. 

One restriction placed on bank in vestments is that 
•10% of their demand and time liabilities sbuli be held in 
the form of (^ash or uneucnn)l)ercd seiuirities. 'I'liis is made 
to prevent overtrading thereby safeguarding the interest 
of the dejiositors. In the case of banks incorporated out- 
side Hritisli India, they aiv (o maintain 75% of their 
Rritish IiKliuii liabilities in the form of assets in British 
India. British Indian dc|>ositor8 are thus ]>rotcctcd 
agminst banks incorporated outside India. 'I'he ox)>erience 
•if banking cHsis in )t)38 has led the Reserve Bank to 
suggest important provisions for simplifying the liquida- 
tion [noctrdings so that during a hank faihut*. 
Mu* clcpositors nuiY be paid off witli the minimum 
delay. 

One object of the draft Bill is to maintain liquidity of 
funds by the banks by immediate conversion of a certain 
j)ercentage of their assets into cash. 

These, in brief, are the main proposals of the Reserve 
Bank. It will be seen that the objective behind these 
proposals is admittedly limited. Kven as such, thev 
invite certain criticisms. 

The minimum paid-up capital required for the 
floatation and working of a bank should make it impossible 
for unduly small institutions to operate. No doubt; but 
the minimum should be determined with reference to the 
stage of banking development in relation to the economic 
structure of the country. It should be neither low enough 
to encourage wild floatations nor large enough to dis- 
courage the existtr^ banks to develop or make it impossible 
for new ventures. The soundness of a bank does not 
depend upon the amount of capital alone. So the minimum 
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paid-up capital of Hs. 6(l,U(Mi hud <lo\vii l»y iho iinliim 
Companies Act may not be “too lovv.“ li dcjn'iids. 

Moreover, an inulnc im[»ortuiu*c lias been ;^ivcn l)\ llic 
[>rovisions reejuiring a higher aiuouiU of ca|»iUil in liic case 
of banks having ollices in more than one piovmcc lie cause 
it over-emphasises the iulministrative liouiularics rather 
than tlie economic relationship existing between the 
adjacent provinces or states. The division into adminis- 
trative houndarics should not be carried to tlic extreme 
because that will liamjier the healthy and clastic growth 
of trade, commerce ami imlustry. Once li<|uiditv ot fuiuls 
is ensured, capital reqiiircments should not l>c |iitclicil so 
high as to force the hanks to go out of existence. 

Another provision of the proi>osed Act. namely, lixiiig 
hy law I lie maintenance of of dejmsit liabilities in 
cash and Government securities may be something revolu- 
tionary in banking legislation. But a mere kee|)ing of 
•^0% of deposit liabilities in liquid form alone will not save 
a bank from trouble if the remaining 70% is invested or 
locked up ill dubious securities. Thi.«5 30% of de|iosit 
liabilities is to be kej)t to protect the depositors but tliis is 
without any foundation as it may on the contiary create 
a false sense of security whei*e none in fact may exist, if 
on account of fuJse rumoui-s tliei^c ai*e sudden will i drawn Is 
must the bank refuse to pay its depositois and convert a 
mild i*un into a panic? Legislation which is likely to 
jeopardise the growth and develojimcxit of honest banking 
should therefore be avoided. 

Again, so long llie Reserve Bank by the third sclicdule 
of the Reserve Bank Act of 1934, empowers the Iiii))('rial 
Bank to act as its sole agent, no scheduled l)anl< is likely 
to get a chancre of act mg as agent for Govern men t and 
local authorities. It is difficult to apj)reciatc why strong 
and solvent scheduled banks should not 1x3 given the right 
to handle the postal savings bank de|)Osits theicby reducing 
the huge cost of running the department. In the U.S.A. 
postal savings deposits are kept in the Federal Resei'vc 
Bjuiks or member banks where there are such Ixnnks. 
Banks receiving postal deposits should of course furnisli 
ample security for such deposits. 

Again, since Sec. 55(1) (A) of the Reserve J^ank Act 
extends the provisions relating to Schedidetl Banks to 
persons and fims, not being scheduled, operating hi 
British India in the business of banking, there should l>c 
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lu) .lill'ereiiliatioii in the matler of maiiitaming cash 

reserves. - , . 1*1 

The shroffs may also aet as U»e agent of the C^entral 

Bank siiecially in those areas where there is absence ot 
shroffs arc at an a< I vantage because under 


llie inosent conditions hanks in India cannot ho[^c to get 
into sufficiently dose toiu*h with the affairs of the vast 
irsuliiig com muni tv all over the country so that they are at 
present niialffe to* gram accommodation directly to more 
(liaii a low of the higger traders. The shroffs are. there- 
fore, iinlispensihlc iniddlciueii- I niess the si ii oils and the 
iiullgenous l)ankcrs of the city {)c brought witliiii the amhit 
of t(ie modern banking system and indnoeil to use modern 
credit iustruinents. no real banking uu-<jrdi nation will be 
adiieveil. Tlie modernisation of agricultural oiieratioiis 
is a. coucliuou inci'odent for the provision of an adequate 
s\>U'in t)f finance. The Bcs<»rvo Hank of India inainiuius 
an Agricultural (hoclii lK*pHi1nicnt iherehy admitting the 
necossiiy of co-ordination Iwtweeii coininerciai ami agri- 
cultural credit. T'his eo-or<lination is only jiossiblc, by 
evolving rural crrdil iiist iinnents acccpUiblo for discount. 
We will ileal witli it a little later. 

Bank failures ('aused since 19BM4 and sijedally the 
crisis in South India in 1938 it is said, createa luieasiness 
and therefore nervousness among bank depositors as 
regards tlie }>o8itioii of other locaF banks. Rank failures 
cause shock to public confidence and a setback to habits 
of investment inpiring the industrial and commercial 
«)evelopm€nt in the country. 

But bank failures did not demousti:atc the incapacity 
of Indians to conduct the modern banking system. Ir^uch 
failures have been a common feature even in U.S.A. and 
ICngland, These failures only emphasise the necessity of 
meeting the risks of crisis by improving the machinery of 
banking by a cautious selection of Directors. Auditors and 
tile General Staff, The bank failures demonstrated the 
necessity for the establishment of a real Central Bank to 
guide the general banking policy of the country during a 
crisis and to steer it in normal times. The Reserve Bank 
has failed to remove this defect of the banking system. 
The South -Indian banking crisis amply demonstrated this 
and revealed the desirability of toe scheduled banks to 
maintain a closer touch with the Central Bank. The 
Central Bank should in such times of crisis make adequate 
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advances to dcsoTviu^ and approved instil nl inns wiilnnii 
delay. But there is a «iitlioidtv in inn king siuli advaiu'es. 
as there is ahsence of a snftieient cpiamiiy nf if<lisi Mii:i( 
able assets with them. The banks in I ml in ran viHliMunni 
only the Treasury Bills with the Keserve Hank and Srr. 17 
of the Reserve Bank Act has l>een wi far a <lead hatri'. 
80 the banks hitherto derived no l)enent frnjn ilie Itos(*iAr 
Bank. 

Bank failures emphasise Lite making of suit a hi r 
[provisions for institutnig a course of thorough prariiin) 
training for Bank appi'entices. Wide pnldirily is eqinilly 
important to enlist intelligent inihlic' symjpathy and 
supervision on the manairement of ilie l>anks. A sense of 
responsibility to the piihlie may l)c ensumi if theie are 
re))resentntives of depositoi-s to the bank. 

The definition of banking as given in Clause 2(n) of 
the draft Bill is oj^n to improvement. It omits to make 
any provision for the indigenous banks, shrolTs and money- 
lenders to facilitate their absorption into the hanking 
system of the country, A bank may receive He))osits I ml 
it must also lend money and capital and in the modern 
sense the ti*uc purpose of banking U to supjdy (Te<lit in 
some form or other. The moneylenders and most of th<* 
indigenous banks and shroffs do not receive deposits anti 
withdrawals against deposits ate in cash and not hy 
cheques. The moneylenders, shroffs and in<ligenous hanks, 
tlius come in the pictui'e because they rej present more than 
90% of the whole of banking and credit machinery of 
Indja. But they are outside the system of high finance. 
Indigenous banks are mostly confined to towns an<l lonrt 
offices supply very little credit to the agriculturist e.xcent 
very indirectly so that the bulk of it is supplied by tfio 
manajan and co-operative banks. The co-o)peralive ( redit 
touches, as yet, only a fringe of the huge problem of lural 
indebtedness. So far as agricultural credit is concerned, 
the rural moneylenders do business with their own funds 
thereby escaping any possibility of conti'ol by tlic ('out ml 
Bank. Rut. rural credit is the most important form of 
credit in India today both from the point of view of loin I 
volume and of requirements and that over 70% of tlie 
jpeonle are interested in it. The problem of co-ordination 
of tne existing rural credit agencies may be a very diffu ult 
problem as is proved hy the inability of the Bengal Ihiiik- 
mg Enquiry Committee to make any positive suggestion of 
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suclwi co-ordination. If a Central Bank works inde- 
oendentlv of rural finance. it.s utility will Iw restricted to a 
microscopic section of the entire population. Hankin„ 
rationalisation in such circumstances will lose much ot its 
imiK.rtance as the economic stniclure of the country will 
rest on i nsec u 1*6 foundntions as the majority of liio peo[)le 
will still U* under an oppressive credit system. An uuder- 
lyin«»' cause of the essenlhd instability of the credil struc- 
(\\\v in the country is i>rovi<U‘d hy the instiilulity ol the 
hnsic s<uu*<*e of the country's wealth, namely, agriculture. 

'['hi} co-operative system acts ns aii agency for the 
supply of short-term cre<lit to the ngrieulUirisl. Since the 
resources of these societies are meagre, they should be 
supplemented by bringing the entire co-operative sysUuu 
within tile amiiit of Ontral Banking. 

Ihii apart from granting eerlnin overdraft facililie.'? 
mostly against Government )>aper to some Provincial Po- 
ol «• rati ve Banks, the Im}>erinl Bank of India, as the sole 
agent of the Reserve Bank, has not yet touched the problem 
of agricultural credit. 'I'he facilities that are granted by 
the Imperial Bank of India and (he Scheduled Banks are 
either fiF cash credit against pr<Hluce or discounting of 
])ills to approved <’oni mission agents. Any Ixmofit from 
Uu' liank accrues to the i’ominWion agents so that the lot 
of (he agriculturist remains us miserable as Ix^fore. 'I'he 
Reserve Bank of India thus docs not adequately recognise 
the necessity for financial accommodation to co-operative 
hanks as it tails to isvsne emergency loans against n]quovrtl 
co-operative pai)€r in a stringent money maiket. 

The co-operative movement has, as wc already know, 
touched only a fringe of the problem of agricultural lirninco 
so that the moneylender still happens to bo the friend of 
the agriculturist for unproductive debts. Un]>roductivc 
debts rejiresent a i>ha 8 e of social pathology, so that tho 
additional resources need to be supplied for a better and 
more generous provision of credit facilities. 

Agricultural produce has l)ecn brought within the 
ambit of the TPf>.A. banking system. The experience of 
the ITS. A. may provide usefxd guidance for reorganising 
agricultural credit in India. If such a scheme is to he 
adopted, then the Provincial Governments may have to 
undertake le^slation on lines of the Federal Farm Loans 
Act in America. T.and Mortg^e Banks, hitherto almost 
unkno%vn to the Indian Banking System, should be 
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established to advance loans to the agriadlnrisl. I'licso 
land banks should be under Governnjeiii t*oiUro| mul ilie 
capital should be initially subsciil>ed hy the (luvenmjeiu , 
The funds, if necessary, should be obtained by issuing in\- 
free debentures under conditions specified by (jovciiiinent. 
1 he provincial Land banks may operate through a ('cjilral 
Agricultural Loans Board which will directly Ih» under 
the Central Bank. 

The Indian money market has its own pceuliaritios 
and difficulties, the greatest of which is the absence of a 
documentary Bill market and Licensed Warehouses. 
Licensed Warehousing system is a necessary part of the 
development of banking particularly in an ngricultural 
country like India. 

To mobilise effectively the capital resources of the 
country and to create any kind of unitary control over its 
credit organisation, the indigenous banking system ninst 
be brought in organic relationship with the Central Bank 
of the country. 

Lady Brahoume (Miss) Sovona Sengupta, M A. 

College, Calcutta. Lecturer, 


Inequalities 

The study of the distribution of incomes has been 
engaging the attention of economists and statisticians for 
nearly four decades now, and various systems of economic 
planning ha.ve been suggested to realise * social justice* by 
lowering higher incomes and raising the lower ones. 
Several attempts have been made to reduce to precision 
the concept of 'inequality of incomes' and to obtain a 
satisfactory index thereof. But some amount of confusion 
and controversy still seems to cling to the idea of in- 
equalities, as elaborately reviewed by Bresciani-Turroni in 
a recent article in the Econametrica.' 

Pareto wae the first economist who stressed the neces- 
sity of the definition of inequality of incomes and conceiv- 


* Annual Survey of SUtislical Data; Pareto's Liw and llic Intlcx- 
of Inequality of Incomes: Econometrico, Vo). 7, No. 2 , 1939. 
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ed the idea of measuring it. He slated explicitly the 
traditional doctrine that inequality diminishes as the 
number of the rich increases comparatively to that ol the 
poor. In pieoise terms, if is llic number of mdividuais 
with incomes .*• or more, Pareto eminoiated that as N^/N^ 
increases, the inequality diminishes, h being the absolutely 
lowest income and x the lowest income of the richer class, 
so that A<.i. Ho gave the equations of the inconie curve: 

(0 ; 

fv) N.- Af3*+rt)-*; 'a>l) 

with two and three constants respectively, as the working 
basis for calculating a measure of ineijuality. 

Using the first equation, we have 

which shows that the inequality increases as a increases 
On this perfectly lexical consequence of Pareto’s assump* 
tions, Bow ley. Pigou and Dalton raised doubts of various 
dog I cos, arguing from their own <i f)riori notions of in- 
equality of incomes. If the definition of inequality be 
varied so that it is declared that the distribution of incomes 
will be more uneven, the greater the ration of the average 
income of the richer group to that of the whole group, the 
tables are turned and the inequality increases as a 
diminishes, a conclusion which is opposite of Pareto’s. 
Again from Pareto’s second law, 

N»/N* ® (A + #*)•/(* + /»)• 

increases as a increases, a and h being kept constant. If 
the total income of those who get above the mean income 
be compared with the absolute total income it will be found 
that the ratio increases with If inequality be defined 
to diminish with the diminution in this ratio, in other 
words the lesser the percentage of total wealth absorbed 
by the richer class the lesser the inequality, then the in- 
equality will increase as a increases, A and a remain- 
ing constant as before, whereas according to 
Paretos definition, the inequality roust diminish as a 
increases. 

In 1920 Dr. Hugh Dalton elucidated certain points of 
principle and meth<m in connection with the problem of 
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the measurement of Uie inequalities of incomes, lie Ocliii- 
ed the inequality as the ratio,- 

Tota) i»conom i c woUare »mlor rgnal dls ti ilnition _ W, 

Total economiv wo I Faro midor «ivcii dUirilnitmii W'y 

and proceeded to measure inequality in terms of income, 
assuming a functional lelation tween welfare and im^oiuc. 
The axioms of economic welfare implicitly assujued were: 

(1) that the economic welfare of different persons 

is additive. 

(2) that the relation of incomes to wonomic welfare 

is the same for all membc]'.s of the popula- 
tion. and 

(3) that for each individual, marginal economic 

welfare diminishes as income increases.'* 

The first axiom implies the commutative law of addi- 
tion, so that if A and B exchange their incomes, tlie total 
welfare of both is unaltered. This is contradictory to 
t^eality unless A and B belong to a joint family am) have 
identical temperaments and interests. Thus axiom(l) has 
a limited application. 

The second axiom implies that humanity l>ehaves 
uniformly with respect to the stimulus of total income. 

In regard to the third axiom we have to remark that 
the rate at which marginal economic welfare diminishes 
for the same income-level varies from pcj'son to person. 

For the three axioms to hold with some degree of 
approximation, one has to postulate a symmetric popula- 
tion in which the individuals have more or less identical 
capacities, psychological reactions, anibiOons .ind .so forth. 
For a symmetric population, Purkiss's theorem^ on the 
maximum value of s^vmmetric functions become.^ a[)))li- 
cable, and the proposition that maximum economic welfare 


*H. Dahon. McasurcmHii of ilic liu'quHFhy of Iikn^iius. The 
Journal of ihc Royal Economic Society, Vol. XXN. j»>jo. 

• Purkiss’s Th«*or<MTi is us follows; 

If ^ (.T, y. s.. . /(X, y. I"' syminrinr fnmiions of 

X, y, z and if x. y, s,... be siibhii ut tin* rvlailoii 

fix. y. 5... .) = o. 

then (x, y. a,...) has in a uirniii^ \alitv vvlu-ii 

— providrtl Ihcsc condition » Ixr nol inconsi'knl 
with the fivvn relation. 
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occurs when all incomes are equal, holds even when the 
welfare function is not additive. Further it is obvious 
that inequality in wealth or income is felt most keenly 
among iiicmbers of what we have defined to be a symmetric 
[>o|)ulation- A symmetric gi'oup may be stratified into 
homogeneous groujis according* to income. In such a 
lioinogeueous group alone will all the postulates of welfare 
given above be moi'e or less ti*ue. 

It is desirable therefore that inequalities be tackled 
witli respect to the well-known symmetric groups into 
which tile whole population naturally resolves itself 
according to occupation or otherwise. It is essential that 
in each symmetric group thei*e is a certain basic equality 
of incomes, superjicscd and suiiplcmented, it may be, by 
specific honoraria, or other recognitions of merit in extra- 
ordinarily deserving cases. If inequalities of income keep 
pace with natural inequalities in endowments of capacity, 
nilellectual or otherwise, the inecjualities of income will not 
he poignant. 

Sorne mathematical formula will now be given for 
equal distribution of incomes in a given symmetric group 
with certain criteria for determining the existence of over* 
employment or umler'em])loyment. In rnpect of 
symmetric groups, full advantage may be taken of the 
usual postulates of welfare and welfare functions W(I), 
I Udng the income, viz., 

(1) that welfare is additive; 

that mai’giiial welfare, dV^ /dl or W* (I), 
diminishes with increase in income; in other 
words, the welfare function is concave to the 
income axis; and 

(3) that marginal welfare becomes almost insensi- 
tive to increase of income after a certain level 
is reached. 


Indeed, one of Dalton's assumptions was that equal 
increases in economic welfare, at any rate, after income is 
greater than a certain amount, should correspond to more 
than proportional increase in income. The welfare 
function must be such as to indicate the maximum income 
consistent with the highest welfare. 

group. Then the equalised income is I/N, which will 
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secure N\V(I/N) the maximum total well’arc ol’ (lie jinnip. 
But this maximum is not absolute and can be inifjroved in 
two ways according as N or I is kept constant and the 
other is made to vary: 

(1) by increasing I when N is constant, which is 
Paretos suggestion that the total income 
must increase moie rapidly than the i)opula“ 
tion in order that inequality of incomes may 
diminish; 

(*2) by adjusting N suitably in the manner to be 
pi-esently described, when I is constant. 

The function N\V (I/N) is maximum, when 

W-(I/N)».W(I/N)/(I/N) (A) 

This equation can be solved by a simple geometrical 
construction: 

From the origin 0 draw OP to touch the welfare curve 
at P and from P draw a peri)endicular to the 
income-axis to meet it in M. 

IfOM*I', the maximised total welfare is l\V{l‘)/r, 
and to obtain this maximum the population must be 
adjusted to I/I', 

The criteria for under-employment and over- 
employment follow immediately as a corollary: ' 

(1) If the number of the employed is greater than 

I /I', there is over-employment; it is likely 
that retrenchment will secure better total 
welfare. A similar phenomenon is observed 
by Bowley with regard to the income of a 
trade union when tne rate of wages is raised 
and some members are thrown out of work, 
thereby securing abnegate advantage of its 
members. 'Every one, including those at 
play, could get more.’* 

(2) If the number of the employed is less than 

I/r, there is under-employment and there 

• The author is indebted to Prof- K- B. Matlliava for drawing Jiis 
^tention to the phenomenon observed by Bo^v]cy in his Afaflicnialtcaf 
Greunduf^rk of Economicj. 
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is sco|>e for more employment consistent with 
inci*ease of total welfare. 

Arguing in the manner of Bernoulli, as cjuotecl in 
MarshalTs mathematical appendix to his Principles of 
Economics, one may lake a welfare function in the form 

W*A* log (.t/rt). 

whore a i» the income coi‘ivs|)onding to the barest iieces- 
haries of life of the gi-oup in question and k is a constant 
depending upon the temperament, habits, etc., of the 
iiulividnal svinmctric group concerned. 

By equation (A), 

r is given liy kjV^k log (I7«)/r> 

so that 

1 where 

it is I'Pinarkable that this value is independent of k\ the 
constant associated with tcinjicraments, etc. 

Taking a to lie Rs. 15 per month auordiiig to the low 
Indian standard of life the equalised optimuno- welfare- 
income should l)c al)out Us. 41) per month per individual. 
This is according to the Bernou Ilian law of welfare. One 
defect, however, of this law is that it allows W to become 
indefinitely great, without reaching a finite maximum 
limit. 

It is possible to define a quadratic law of welfare, by 
the equation 

\V.=A(j>— fl) {x — ft), A<0, 0<a<ft, 

which will work very satisfactorily for incomes in small 
ranges. In this riefinition ^ero welfare occuj's at and 
the maximum at .!•*(» -ft) /2. and the welfare diminishes 
for increase of incomes beyond the maximum. The 
equalised optimum-welfare-income is now given by 

k{2x — r<^ft) = A(,c-rt) {x-h)/x. which leads to 

a?’=aft. 

For example, when </.= 40, ft = 1000, the equalised optimum- 
welfare-mcome is 

V 40000*“ 200. 


Maharaja's College 
Mysore. 


A. A. Krishnaswami 
Ayyanoar, M.A , L.T. 
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International Equilibrium in a Complementary Economy 

In the l>ogiiUHn^ nl* his iiilirle in Uu* .hiiuijirv l’M;l 
issue oV this Jouniul ‘ Mr. Anil Daltn seems well sinrUal 


on his wav to demolishing llu* foundations of the hive 


standing in 


Trade position. Hut by the time (he end is reacheil oik 
is left with the feeling that the edihoe is si ill stand' 
spite of Mr. Dntta’s assauUs. 

Mr. Datta’s analysis of facts regarding the geo- 
graphical concentration of the raw male rial resources of 
the world is not likely to l>e questioned; one would hnVe 
thought that (he lexical eoncinsion wmihl he that it is 
desirable to throw these resources oi>cn to every eonntry 
in the world, i f., to enforce Free Trade. Instead of 
drawing this obvious inference, however, Mr. Datta says 
vaguely that because “the problem of foi'eign trade as a 
means of securing vital raw materials (as distinct from 
participation in the commercial ‘gaTn* from international 
trade) is never discussed or even posed in the Olassicol 
system” (p. 230) the wlwle theory of international trade 
may ha.ve to be recast. The extent of recasting necessary 
is a matter of opinion. In any case, it is a pity tfiat 
Mr. Datta has not made it clear ihal the facts cited by 
him do not affect the desirability of Free Trade. 

The arguments adduced by Mr. Datta in Section III 
(pp. 231 — 48) appear to be a little more complicated than 
are strictly necessary, but that is a matter of taste. I 
feel, however, that the reasoning by which the national 
income is supposed to be imi'eased by (P« 238) is 

open to objection. Mr. Dntta claims that when t*} in a 
country, it means that any level of national income 
requires the import of raw materials etc., to the value of 
one-fourth of that level. This proposition follows from 
his very definition of i. But why should the converse Ik? 
true, that every increase in raw material imports will lead 
to an automatic increase of four times its own value by 
way of national income? Where do the men and machines 
who produced Mr. Datta’s original aE come from? 
Presumably from the unemployed. Surely that reduces 
the number of men and machines who are potentially avail- 
able to work up the extra raw maierial imports into addi- 
tional national income? Or does Mr. Datta j propose to 


* “ International «juiMbriam In a complcmontary Economy." 
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draw upon a cornucopia of men and machines? I strong- 
ly feel tliat an economic universe Iwunded by such assump- 
tions would be no more real is tic than the one |)Ostulated by 
ihe ‘'esoteric, doclriaal niystieisms of the J'eliglon of Free 
Trade and the Gold Standard' ’ (p. 224). 

In Section IV Mr. DaUa applies himself mainly to 
expounding the desirninlity of a ‘ national' viewpoint in 
regard to international trade policy. He seems to consider 
mannlaoture ‘intrinsically sn|>erior' to agriculture, on the 
curious ground that in agricultural countries there is a 
ciironic temptation towards reckless exploitation of the 
soil, One would have thought that the coal and petrol 
used to a preponderating extent in manufactures today 
were at least equally liable to ‘reckless exploitation.'* 
Apart from all this, it would be interesting to know how 
Mr. Datta proposes to distinguish between individual, 
commercial and national gain. To evaluate national 
gam, should we not at least balance individual gains and 
losses? If we are to ascend the ‘ladder of intrinsic 
superiority^ shall we not spare a thought for those who 
Jive on agriculture? 

With Mr. Datta’s remarks on the pre-1914 Gold 
btan^dard as essentially a system gcaied to the needs of 
London haute finance I am entirdy in agreement; and 
hardly anyone will question his statement that free or 
ireer trade IS no substitute for political federation. It 
certainly needs a supra-national authority to impose Free 
Trade as between countries. ^ 

one '* left with the 

eeiinR that his [DromiM to “offer a dynamic criticism of 

‘•"'1 sold standard in an 
econemic universe where the classical complex of postulates 
are irrelevant'’ has not been fulfilled. 

/I Th thesis 18 reducible to three arguments 
M 2 -, ( 1 ) lhat the world s raw materials are concentrated 

tbit V olaeeical system did not take 

the na«ik.Tt f “ international system 

j ^ ^ country s increasing its standard of 
liY'OK. 1® dependent on the different dynamic coefficients 

to uke into account the ?Se 
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closely, however, we find that (i) really I'oiiifoires tiic case 
for access of all countries to raw materials, /.c.. free trade. 
There is at least one serious flaw in {ii);and (iii) is vitiated, 
at least to some extent, by the vagueness of the concoiit of 
national gain. 

Mr. Datta states that the aberrations of politicians 
we not responsible for the muddle of restrictionism, This 
is clearly open to question. Politicians, of course, arc 
not entirely to be blamed for this state of affairs. In the 
nature of the case, they have to pay more attention to the 
vociferous industrialist than to the unblissfully ignorant 
consumer and the unmurmuring bovine peasant. 

j, S. IUj. 


Control of Inflation 

There is a continuous rise in prices all-round and 
peojjlc have naturally wondeied what this has been due to. 
Of course there has Seen a shortage in commodities, but 
this can account only for a small part of the rise in prices. 
Transport difficulties^shall I call it transport mismanage- 
ment, as many of these difficulties could have been over- 
come by a little moi-e efficiency on the part of the transport 
authorities — may have been responsible for another small 
part o# the rise in prices. But the main causes in my 
opinion for this terrible rise in prices in this country hove 
been inflation, speculation on tne part of the middlemen 
and hoarding on the part of the cultivators and traders. 
There has been continuous issue of currency notes by the 
Central Government so much so that it has now reached 
the Rs. *^0 crore mark and may soon reach even the 
Rs. 1000 crore mark. This, however, does not take into 
account the issue of one -rupee notes for which no reliable 
statistics are published. When we consider that the 
pre-war figure in this connection was something less than 
Rs. 200 crores, we can easily imagine what a tremendous 
increase has taken place in note-issue. We are adding to 
Ott^note-iseue every week at a rapid rate mainly on 
account of the ‘United Nations' purchases in India for 
w.aj*aeedB/ These purchases are being paid for in sterling 
iu England where large sterling balances have accumulat- 
^ on ..our account and corresponding payments are being 
P, 10 
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made in this country through the issue of notes. With the 
rapid increase in the amount of currency, there is a 
continuous rise in prices which is encouraging hoarding 
and speculation on the part of middlemen and traders, 
which, in then turn, ai'e adding to the jirice-risc. Thus 
it is creating a sort of vicious spiral and prices are continu- 
ously rising, Inflation, therefore, is the major cause of 
this rise in prices and unless this can be checked, no 
solution can be found. Of course one has to face the fact 
ihat notes will have to be issued in order to finance the 
war- needs of the United Nations. What then is the 
remedy? The remedy really lies in the adoption of an 
cfloclivc l>orrowing |)olicy. There should be an immediate 
withdrawal of Its. 200 to Us. 300 croi*e8 of currency from 
active circulation and in future redundant currency 
shouh) lie withdrawn as fast as it is }>ut in circulation. 
'I'he (iovernment of the United Piwinces are claiming that 
they have adojiled certain antidnflation measures through 
their new taxation and collective saving schemes. They 
may be able to withdraw a few crorcs here or a few crores 
there, but thnt^ will not touch even the fringe of the 
problem. What is needed is an effective borrowing policy 
and for this purpose an immediate raising of the rate of 
interest from 3% to 5% is ind is ))en sable, so that there 
I night lie a continuous flow of voluntary subscriptions to 
(JovcrniHctit loans. Unless the Government is pi-epai'ed to 
jiay the proper price for the loans, the rWundant 
currency cannot lie withdrawn from circulation as investois 
will not come forward in adequate numbers because they 
are afraid that there will bo capital dopi*cciation in their 
investments if they invest them at the present artificially 
low rate of interest which cannot continue for long and is 
bound to come to an end sooner or later, sooner rather 
than later, with this huge destruction of capital goods 
throughout the world due to the ravages of war. There- 
fore the cheap money policy of the Government of India 
H mainly responsible for this terrible state of affairs. If 
I am asked who are the chief enemies of India to-day. I 
would unhesitatingly reply that the chief enemies of India 
to-day are the sponsors of the cheap money policy and here 
I emphasise the word to-day as T fully recognise that the 
cheap money policy served India well in the past but is a 
positive menace to-day as it stands in the way of an 
effective borrowing policy and without an effective borrow- 
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ing policy and consequent witlitlrawjil of jv<lun<limt 
currency from circulation, the dragon of an inllatioii 
cannot be knocked on the head. 

It may be argued that the sudden raising of tiu* 
rate of intei'est to 5 % may upset the capital market 
as existing purity prices will go ilown considerably but 
the capitalists suffer and lose mucli more if inflation 
cannot m checked in time besides the immense amount of 
injury tlmt is inflicted on the country at large and every- 
body suffers in the process. I would, therefore, ur^e 
earnestly on the Provincial Government the imi)erative 
necessity of impressing upon the Government of India the 
urgent need for revising their cheap money policv and 
thepby following an active borrowing policy without 
which the problem, in my opinion, cannot be solved. I 
recognise that the Provincial Government has no power 
m this matter and probably the Government of India is 
not us own master either, as it mav be a question of High 
l-inance, dictated by the City of London. Then I can 
only say, Ameh, God save India! 

University of Allahabad. M. K. Gnosn. 


Ib Economics Non-Moral? 


Economics is said to have nothing to do with morals. 
It 18 a science. It simply describes and analyses economic 
phen^omena. It does not pass moral judgments on them, 
wbbms defines U as dealing with ‘the forms assumed by 
human tehaviour in the disposal of scarce means’ Iw tween 
aiternatiye ends. The means and the ends are its ultimate 
^ I.. ^ good or bad, moral or immoral, 

^uitable or inequitable. That is no concern of economics 
it IS a non-moral science. 

I^is point of view has resulted from economics bein**' 
regarded as a sci^ce after the pattern of the physical anS 
e^ct sciences. Those sciences investigate phenomena in 
the realm of nature and propound the laws governing those 
phenomena. Economics like them, it is alleged, in- 
vestigates the phenomena of economic society «and \li.s* 
covers the laws ruling therein. The physical science.^ take 
pnysical phenomena for what they are worth. They do not 
«ay anything about whether they ai-e good or bad. The 
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Jaws that result from the investigations arc non-moral 
laws. Economic science proceeds on this analogy, studies 
economic phenomena as it finds them and looks upon the 
laws arising therefrom as non-moral. 

We need not trouble ourselves about whether eco- 
nomics is or can become a science of the type of the natural 
sciences. I believe that it is not and can perhaps never be 
a science after their pattern. Natural phenomena are for 
all practical purposes permanent; economic phenomena 
have changed in the past, are changing in the preset and 
will change in the future. There is thus a basic difference 
between tne two; and this difference makes as clear as day- 
light that permanent laws of the kind of physical laws 
cannot bo nad in economics. Economic laws can be only 
relative excepting in a. very limited sphere — the sphere 
where competition allows exchange processes to take place 
freely. Even here their permanency vanishes if society or 
government puts an end to the regime of unfettered 
competition as has to a very large extent been done in 
Russia. 

This is by the way. The relevant point is that there 
can be no analogy lietween the physical sciences and eco- 
nomic science on the score of being moral or immoral. 
The former deal with physical phenomena as they arc, 
t.e., as they are fixed and arranged by nature. The latter 
is concerned with social phenomena which a.re the result 
of human activity. The lormer cannot be altered by man 
the latter can be. The question of the former being good 
or bad is therefore a question that is altogether irrelevant. 
But the question of the latter being moral or immoral has 
every relevance. It is only here that the question can 
arise. 

We thus see that no real analogy exists between the 
physical sciences and economics whether we look at the 
issue from the side of the permanence of the phenomena 
of the two or of their being moral or immoral. Economists 
have been misled to see the existence of an analogy which 
is not there in their anxiety to put their science on a 
pedestal as high as that of the physical sciences . 

This, however, is not an answer to the question: Is 
economics non-moral? Before we attempt to give an 
answer to it we must fix the tests whereby we should judge 
whether anvihing is moral or immoral or non-moral. It 
can be easily said that nothing can be moral or immoral 
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unless we look at it in its relationship to man. Kvon an 
inherently immoral man is not immoral so long us lu* (h)es 
not do something which affects his fellow -beings pre- 
judicially. Whether anything is moral or immoral depetuU 
upon the effects it produces in relation to society* It is 
moral if the effects ai'e good; it is immoral if they are evil. 
Secondly, a thing is moral or immoral in accordance with 
what it is based upon. Things arising out of a right 
equitable basis are moral; those emerging out of a wrong 
inequitable base are immoral. A thing is non-moral if its 
effects are neither moral nor immoral. 

Let these tests be applied to economics. l'ro!n the 
results we obtain we shall judge whether it is to l>e regal'd- 
ed as moral or immoral or non-moral. First, we might 
consider the base of the science. It will be easily admitted 
that it is a generalisation from the capitalistic system in its 
unhampered working. The most important churaeteristic 
of that system is the existence of social relationship which 
is not based on justice. In the social structure there arc 
in the main two classes— the haves and the have-nots, the 
privileged and the unprivileged, the propertied and the 
proletariat. This means huge inequautics of income and 
opportunity. In his book Economics of Enterprise 
Davenport brings out this fact ver^y clearly. He tells us 
that these inequalities of income are iniquitous as they 
are based on capitalized bounty of nature, capitalized 
privilege and capitalized predation. The classical eco- 
nomists noted this fundamental fact of socio-economic 
structure and developed economics from the side of the 
disposition of social resources, that is, from the side of 
production, supply and costs of production. Their Eco- 
nomics was not however out of harmony with morality as 
the chief problem of the time was that oi increased produc- 
tion and by the facts of the situation and its rationalization 
classical economics was led to increase production. Ho 
the general good of society was on the whole promoted. 

But the antithetical character of the social structure 
forced itself upon the attention of the social scientists. It 
had already b^n noted even by the veteran classist David 
Richard. He had pointed out that antagonism existed 
between the interests of the capitalists and the landlords 
on the one hapd and between those of the capitalists 
and the labourers on the other. Classical economics 
which propounded the doctrine of economic harmonies 
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was attacked on this score by the socialists. Economists 
being unable to withstand their attacks shifted their 
ground. Margin ism was brought into existence. Eco* 
nomics was develoi>e(l from the side of feelings that precede 
or accompany exchange processes from the side of con- 
smnption, demand and utility. The existence of the 
social relationship was ignored. There was no need to 
bother aljout it any more. Utility and disutility are not 
concerned with it; they exist independently of it. The 
theory that was advanced was that utility and disutility 
tended to balance. Economic harmony was there as ever. 
There was nothing wrong with the existing social order, 
That was at any rate^ the impression that marginism 
created and tlnrs it posited itself as an apologia for things 
as they woi'e. Tliis is clearly stated by Eric Roll in the 
following words:— ’ ‘Theorems which had been developed 
on a basis of equal individuals undertaking alwtinence and 
toil and trouble could have nothing to say about the real 
social differentiation of the individuals. Hut more often 
they wore excellently suited to defending (bv a trick often 
practised by systems of thought <lerived from the philo- 
sophy ol natural law) an existing reality far removed 
from the abstract assumptions.'' 

The abstractions of the marginalists were clever and 
skilful no doubt. They created a false sense of security 
theoretically. But this was soon dispelled by the logic of 
facts as well as scientific thinking. It is fully realized now 
that the whole analysis of pleasures and pains, of satisfac- 
tions and dissatisfactions or disutilities and costs, could 
not hold unless on the assumption that every one had the 
same income or an income in proportion to his sensibility 
or power of deriving enjoyment from economic goods. 
Rut this assumption does not correspond with facts 
Mcause of the social differentiation of individuals This 
IS to say that we cannot but take note of that differentia- 

cannot give us a right 
anaiysis of wbat is. If it is made to present an analysis 

nf Whether an economics 

ot this type can be called non-moral or immoral I would 
leave unanswered. « x wouia 

So much about the basis of economics. I^t us now 
come to ite mults. These might be considered under two 
heads. ( 1 ) direct results and (2) indirect results n' . 
»ult. thos. .h.t foUoii ?„rXr'’;con?S 
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actually said in the sphere of economic policy indirect 
results are those that have come alx)ut by this science 
holding itself neutral as between good and had in the eco- 
nomic neld. Both these have been awful indeed, t'onsiiler 
the former first. Economies furnishes no solution o\ the 
labour problem or ho]>e for the bettennent of the condition 
of the wage -earners. Not only that. It has been 
responsible lor the callousness that was shown by the 
capitalists aoid statesmen towards the miseries of the |)oor 
labourers from about the beginning of the Industrial 
Revolution to about the passing of the Poor l.aw Amend- 
ment Act of 1832 and that still characterises not unoftcu 
the attitude of that section of the community — ))nrticulavly 
of the capitalists towards labour. Economics taught that 
no government measures could help the labourers. If they 
wci’e resorted to they would defeat their own emls. 
Population would increase and the labourers would be as 
badly off as they were before. The laws of economics were 
inexorable. Which means that comfort existed for the 
privileged few and the majority were to serve in the words 
of J. M, Clark “as instruments of production, food for 
powder and means of sustaining the elegance of the 

'/ake now the indirect results— those that liave arisen 
out of economics adopting a neutral attitude in the eco- 
nomic field. The science is, in the words of Barbara 
Wootton, “the study of market processes/' that is. of “the 
mutual relations of demand, supply and price.” These 
relations are measured in terms of money. The pecuniary 
analysis which it amounts to is devoid of all ctnical and 
aesthetic considerations. It is concerned only with what 
18 , what is desired, and not with what ought to be or is 
desirable. What is desired may be desirable or undesir- 
able. This is not in the least cared for. The one criterion 
of its being is that it must fetch a price. And the higher 
the price it fetches the better it is in every way. Money 
has come to occi^y the principal importance. It is the 
chief value; it is King; it is God. It may be earned by fair 
means or by foul means. That does not matter. The 
manufacturer of a destructive instrument like bombs is as 
productive as the discoverer of an anaesthetic like chloro- 
form; the producer or seller of intoxicating drugs is on the. 
same footmg as a University teacher; the gambler in the 
share market who gathers wealth by mere speculation 
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holds the same position as the captain of industry which 
produces consumption goods and gives employment to so 
many; the floater of companies who gets rich by false 
pretences and ruins a number of innocent shareholders is 
the social e<jual of the noaker of automobiles or radio sets 
— provided in each case the income of the two is the same. 

All ethical valuation has been cast to the four winds. 
(!hcatiiig and cKjjloitation are the order of the day. They 
are legalized robbery. Business is business; everything 
foul is fair there. Masters exploit their men by paying 
them lower wages than their ]) rod activity would warrant; 
merchants cheat consumers by propagandising worthless 
stuffs and charging prices out of all proportion to their 
costs of jiroduction: jirodueers ruin their brother producers 
by any and every underhand means. None is scrupling 
to rise to riches nr the dead bodies of others— one's fellow- 
beings. There is nothing wrong about this in the world 
of the so-callcd lilieral economics. Those who allow them- 
selves to be cheated or exploited get what they deserve — 
due to their own fault. Thev should be as alert as those 
who are resi)onsiblc for their checkmating. But here is 
the ruh. How can they be so as long as there is the 
inequuiitv of exchanges bet‘ausc of the social structure 1 
What wonder is there then if there is no sense of social 
security particularly among that vast majority who are 
known as the proletariat, — the unpropertied and unpro- 
tected labour class and the poor consuming public. In the 
utopia of the science all the defects that are there will dis- 
apnear. Things where they are wrong will ultimately 
right themselves and the right social order will establish 
itself. Will it? People have waited for over two centuries 
for this millennium to be realized. It has not thus far 
Appeared even on the distant horizon. Nor are there any 
aigns of its api)earance. It cannot appear unless the 
social structure is altered and justice takes the place of 
soulless competition; unless the non-moral attitude of the 
science is dropped and it is realized that economics divorc- 
ed from ethics is an immoral science, a ‘dismal science’ as 
Ruskin called it. Nay, it cannot appear unless ethical 
considerations play or are made to play an important part 
in business activity, 

Unicersitff of AHahnifud 


G. D. Karwal. 
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Afc-N-. MoNt:Y AN*n Markets, bv O, R. U^vs. ruhl^lvil In l.nn<r 

mans. Green Co. Pp. .*6r>. IVi<v 6'- ShiUines. 

The science of Economics is coniing lo rcrt«vi im)ri* ami inort- ilv 
rnimense variciy nn<l coinph*xiiy of morleni life. Two luin<lrc<l vaar' 
Affo poopl«> coiulncirfl iheir on Unary busiiu^i^ of life on a frw ciraric 
m)derstoo;l principles or precepis. I'o-day ilu'v fei'l Helf)lc*‘< In foiv 
forces which origin.aie in rocunK iKyond iheir ken ami Nshich opevaie 
in a maniUT that uncrly confuse ihcm. Inllaiion of ctirniuy, inter- 
locking of directorships, imdcrw riling of iNsues, quota > and clearing 
agreements, the Rank Rale, and ihe constant MicceS>«ion of Ixioinv ami 
depressions impinge upon Ihe life of evcrylyxjy, A dejniidaUle guide 
is necessary. Of the many books ilmi seek to explain the nainrr of 
economic phenotnena ami the working of the economic vystem one rait 
safely recommenrl Uys‘ .l/oiicy awd Marki'tx The (nn|H»-e <if 

the book is to introduce to ordiitary folk the nMKlvrn problems td 
production, exchange, finance and currency. It is a brighdy wriiien 
versiort of wbal is an absiruse sub j eel. U describes the working con- 
cepts of modern economic life with ma^ sinking and lively examples. 

Each age has its special set o/ dififeuhies and cad) ag^* prodvic\ x 
its own analysts who formulate laws that explain or seem to explain the 
events of their own lime. Thus Adam Smith in the eighiirnth ceiUiirv 
was coriccrncd with the State and its control over trade: Ricardo in the 
early uinciecnth century formulated a theory of rent ami Mill ihirtv 
years later, when the factory system had fully manifeskxl itself, deve- 
loped a theory of wages. Each law* or proposition thus framed with 
reference to a particular set of circumstances Itas lH‘en challenged nr 
inodified as new factors emcrgetl which were not allowed for \iy the 
pioneers of the theory. These varying crjiKepiions and explanations 
arc in a constant process of solution and at any given time <>iir tluor)' 
is seen to be striving at ultimate truth but never quite getting there. 
Mr, Leys has done a distinct service to the layman in expounding prin- 
ciples and precepts of Economics which attempt a satisfactory cxpkiim- 
tion of the puzzling and complicato<1 cconondc worhl in which he moves 
and earns his living. 

V. L. D’Soi^za. 


War and InDIak KcoNomk Poucv, by O. R. Gadgil and N. V. 

Sovani. Tublished in 1943 hy Gokhale Institute of IThtics and 

Economics, Poona 4 « Pp- *30. Price Rs. 5. 

During the last 15 months of the war the prices of almom ;dl coim 
modules have risen tremendously. During the first 27 months of tin 
war the price level increase<l from too in August 1939 to about 153 
in March 1942. Since April 194^ >her<-' •*' g«lhd>'”.| 

prices. The index' numbiT reached a high figure of 236 m Decunher 
1942 and by May 1943 it touched a very fjjroiichble anfl high hgur.- 

8t 


F. 1; 
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mT 3 -*5. During \]\c samr pcrifxl thv l<«nl nr>U' circuhiion increased 
from 227 croros in 1 030 - 4 ^ 4*3 crorcs in March T 04-2 •''«*d since 
lhat date the rise has been still more sr Hons roachinc 573 crorcs in 
Dcccmhrr i 04 - an<l a very impressive of “oS crorcs in May 

1043. londeney for \hv currency lo increase si ill conlinncs. the 

Kgxire for the la si wwk of June bcinjj 734 crorcs. 

OwiiiK in unl>oarablc increas<‘ in prict-s ihe economic situation in 
ihe couniry has b<*coine wry vulnerable an<l g^reai dissatisfaction lias 
been exi)ress<<l for the <TOnr«iic policy wbicb Is iKmij; fol|o\ve<l in tie* 
country. Tlie coinmfxliiies are get line s^vircer ami scarcer, ihe money 
is jjellinjr more and more and the hnrclen <if the vvorkinjf :md middle 
liaises is iHToming lu^avier and heavier. 

1‘rnfessor (>adgil has <lone a great service lo the couniry by 
publishing this most valuable and ilinely book In which he has jitit undi*r 
searching criticism the n'onmnic policy of the Govermneiu and has 
well succeitletl in (Kiinling out in a sery clear and I licit! manner the 
fundamental defects In the economic jmlicy of the Government and has 
ina<le some very vaUiat)U* suggestions to inijirove the* situation. He 
has fully succewU’d In proving that the Gnvermnent is following a policy 
of monetary inflation which in the long run is delremental not only 
to ‘the interest of the country as a whole hut in the interest of the 
C'.nvernmcnt itself. 

In a brief review like this il is Iwrdly possible to give the various 
valuable surest ions which the autlmrs of ihe IxHik have put forth and 
it is best i^ the h<K>k is rvatl as a whole. 1 feel myself In full agree- 
ment with most nf the suggestions put forth by the authors but 1 have 
failed to realise the implications nf {wo suggestions pul forth by the 
authors to miiigau* the Inflationary cfTecis- birstly. ihu authors justify 
the imposition of recent excise duty on the manufacture of Vanasfxiti 
Ghee. Ghee is a very important element in the diet of Indian popula- 
tion. The wholesale price of ghee has increased more than three- fold 
from Us. 40 per maund to Ks. 122 per maund (l.y allpur wholesale 
prices). Ghee is an article of daily consumption and is very necessary 
in the otherwise very unbalanced diet of the people. Even a slight 
increase in (he price of this article puts a serious strain on the familv 
budget. Vniil recently wc sverc worried about the surplus slwk of oil 
seeds and groundnut. Tn normal limes the export of these products 
svas regret led by most Indian economists on the grouruls lhat by export- 
ing these pr<xlucis wc deprive the country from a very valuable source 
of manure which is so necessary, an<l Is glaringly deficient, in Indian 
agriculture. An excise duly on a new industry which is so beneficial 
for the country and the product of which is mostly u»e<l by the less 
prosperous classes who are alnady Uaring a very heavy bunleii of 
indir^'Cl laxalion, can Hardly W jnstifial. 

Secondly, the authors in order 10 nmove the inflationary effects 
woukl like to see a large increase in railway freights. 1 have failed to 
see how this would help the matter. As a matter of fact the effect will 
be quite the contrary as increase in transport cost is certain to .serious- 
ly effect the marketing cost of goods, and the prices are likely to rise. 
The effects are likely to be inflationary rather than deflationary. 
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Thf book is a wry valiiiiblc comril»nlion lo a “objiri af \tial 
interest to the countn* ami I '•irongly iwnmiH iiil \i> >luily l<» all 'iu<k iii** 
of Economics ami I only liopc tiiat the supf'i'.ticni'i |*ni by \\w 

authors will receive the most cao'ful alleniinii |»v ihnse wUf are n - 
sponsible for framing and e:«ecuiiiig the ixoiiomic jxiliey of the mmury, 

Akvvak Qi KiiMH. 


Tni: CoKct-moN of Scrpus ik TtiroReriCAL Ecokomks, by Or. 

A. K, Dasgupla. Published in l<) 4 -* by MeN>r^ Dasgujna & Co . 

Cnlcmia. Pp. 2ti. Price Rs. 6. 

In this brilliant book, which is a nvuU of two wars’ revearcli work 
at the London School of Economics that earned the author a Ph.O. 
Degree, Dr. A, K. Dasgupla looks ai the developmeiu of ecn manic 
theory from a fresh point of view. The theories of profit, rent, ami 
consumer’s surplus have been studied in some detail. He successfully 
demonstrates that the same fundamental principle determines all the 
payments — rent, wages, interest, etc. Rent is not a ‘'differential surplus” 
but arises because of specificity. Factors which cannot move else- 
where, temporarily or permanently, earn rent and are at the mercy ni 
the market price while factors svhich are non«»j>ecifie and can move to 
an alternative occupation must get. in conditions of competitive icjuili- 
brium, a payment v<|ual to their marginal productivity. The author 
clear on the point that rent is not necessarily a |)ayment for "land”, it 
can be earned by any factor of production. U' it labour or capital pr<j- 
vided that factor is specific. 

Dr. Dasgupla clearly stales lluit to call rent a "MirpUis", as was 
done by Ricardo and is still done by his foil owe rn, cUhs not bring into 
full view the complex of forces operating in the economy. This for 
three reasons, "hirslly, U is not an rndepi-tidenl tlusiry of dislribuiioii. 
With reference to any [Kiriieular factor it Mis us that when oibei 
factors are i»id off it riH;eives the residue that is left over. If there 
are only two factors and the value of one is determined indcpendenily, 
then, of course it is unambiguous lo say that the other receixes th'- 
surplus. Ricardo did really procec'd u[Km this assuinpiion- In a 
simple scheme with which he started, land and laboxtr were the only 
factors of production, of which labour had an absolute supply price 
based on the standard of living. Wages therefore were independently 
determined and rent described as a surplus. This is wh)' he was so 
much pu22led over the time, element as a third factor. Svcondly.jt docs 
not provide a clue to the unit demand rale for a factor. According to 
the surplus principle, wc discover the aggregate income of a group 
first and then the fmciional income by axeraging. whereas— in so far as 
our factor is divisible, and surely land, of all things, is dnisiblc— it is 
convenient to proceed from the unit demand rate to the a^reg.ilc 
income, for we can then profitably watch the operation of the principle 
of substitution at the margin. Thirdly, the conception of factor income 
as a surplus has a peculiar suggest! vcncss th.n it is no part of cost, it 
does not bring out the functional relationship iH txM'cn facir>r pnc< s 
and prices of goods of the first order.” ( Ep. 66-67.) 'I’hese arguments 
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coiu'lusiwlv llu* luwssily of n>ing I Ik* iiiocJcni ttTiiiliiology*,tvcn 

if >(>n(i.*Uc>w Kic;ir<lo*H clcK'tniiv can Im* sluU*<i c<iri’i‘cllv in iho laiigua^* 
of “stir plus" wiihoiu nuikiiifj Ihc clvinonlary mistakes niadv "'>y 
Klairdo. ^.. . * 


An i'ej(ai'(K the cihimimhts (Ik* aiulK»r hji'i correct ly poiiuctl 

out that the dociniu* makes sense if. as Marshall (lid, we assume the 
marjfina) iilihiy of ntnney cotixtanl. Dr. D.isgtipla jjives an imjiorlani 
t»eOinetricnl construction ( pp. in Miiip»>rl of this argument but 

lie soiiK hovv fails (n |>oiii| out (hat w e owe this crmsiruclion to AusplU 
and fnthon, the I'reneh Keonomisis. 


!>i com >ee lion wilh proKis ilu* author agrees with I'rof. [•. 1|. 

Knigin that proliis arise fnjni loic.c^rcW change. The mere fact of 
ehange, as J. Ik Clark wnnigly iK'lieted, d<HS not give rise to pure 
1 1 roll Is Wausv if tUi*^ change is exinrUKl the producers can take account 
of it in their ealciilalions and there ts no Twin for pure profits. 

It wduM appear h) a remark of the author on |Xige 187 lhat "the 
lendency of the veomnnic forces is not nc'Cessarily towards e<|tulibrium ; 
the («lh followed by the differeiil |)aris of the econmnic system not 
necosarily convergeTU/' No one w'oulil disjigru* if the author said 
dial in reality eiiuilihriuni might never crjine but when he says lhat 
there l< not e\eii a /emfcHcy toiKvnfjt an <-<(in librium he is not on safe 
ground. 'I'he i'ohhvO Thatrt'iii clear!)* den lonst rales that there is such 
a tendency pnivicM demand is mon* elastic than supply or. in 
more general terms, if ilu* \elcR*Uy of adjust men 1 of demand is greater 
drill lhat of supply. And in general we are correct in assuming, and 
ill is can Ik* iiroved. ih.'il demand is m»>re elastic than supply- lienee, 
m gmer.d, we are justified in assuming a lendency towards wiuilibriujn, 
I he book ileserves (o be read by all siudenls of economic Ihcoi)', 
li is p re sealed in a non- mathematics I and simple style and is a verv 
sails! aclory slaleineiu of I he mcxlern jiosilion on ihc subject. 


R C- Jajn, 


iNDi'srKiAL Dkvki.ocmknt oi« Mysokc. by K. Ikdkrisluia. The Ban- 
galore ITcas, Lake V*iew, Bangalore. J940. Bp, 319. Price 
5 Shillings. 


1 1 is a lhc<is approved by ihe I'niversUy of London for the* 
I degree of Doctor of I’hilosophy in l*ax>nomics- As remarked by Dr. 
Vera Ansley it is a pioneer work on the g^o^vlh and structure of in- 
dustry in the premier Indian Stale Mysore. It is a happy begin- 
ning arul if siKh works are undertaken by other States oiul (he pro- 
vinces of British India we can feel proud of possessing reports of the 
whole country. 


The book under roiew is divided into ten chapters, dealing with 
all sorts of economic life in the Sutv. The author has very thoroughly 
discussed the small-scale as well as the medium-sized and iar^c-scale 

industries. riK ahtv «K/>u/#> tku !— J. . • .• 


He has ably shown the place of cotUgc industries in the 
‘ ■ especially in a Slate like Mysore havbg no 

His ccRnparison of Geographical factors obtajfiiyg in 
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Mysore with Uxosc i»f v>xviuorl;inil is inU ivMiiijj .mil iixsH lunivi , Me 
c’Nauiincs chucally the I'toiuwiiic pniKipU'' .i> rr^. ir«U •‘inKhiie ami 
organ izAtion of irwKi^iry. imlitsirul liiumv, Mau .liil !<• iihUi'ti v. .mil 
llx* place of collage iinlusiry in llu* imUisliial svMviiiof ilu- c<»iiiun ami 
thvu illuslratcs them fntin i1u* coiuliiiuns c»1iiaiiiin^ in ilu* M v'^nre Si.ur. 
Slate In ihv iiukiMn.il organisation <if lln* SUiU* K '«iinp1v ci'ionuuihhle. 
I his makes die sludy useful aiul realiMie. 'I* he pari pl.ixed In ili«' 
It has done what is esstmllal Inil only dial iiuich .mil no move aiul uiilv 
fur that length of lime as is abMiluiely e»eiuial. Some of ihe major 
enlerprisc'^ launched l»y the Stale were gi\en over lo the public when 
the) had ac< Jill red a hnn fooling. We wish the examples were* followeil 
in British Imlia and tHher Indian States loo. 

The l>ook is neatly priiUed and well got*tij>. \\\ linjie il will Ik 
widely reaxl by MiuleiUs of Jicont nines and ComnKive aiu) h\ respon* 
siblc ohicials uf die Slate iX^jKirimenis. 

K. I., i;. 


1 NT Kk NATIONAL KcoNOMK* OlSINTMiKATION, In l‘|•of. W, Uopkv. 
Published in by William Ihnlgt' & Co., LoiuImji, 1^. 
Price ^1 Shillings. 


The idea of this hiveslig:ilion originaied in .i con f creme of eeo* 
nomists. oc^anised by the Kock feller rouiubdon .md held at Amuev 
in July 1936 and Prof. Kopke was entrusted uilh the task. The pre- 
sent volume is the result of his research. Me has come to (he conclu- 
sion that during the t9ih century internadoiul i<coiiomk inkgratioii 
<lcvelo[Kxl >0 stujHTidously because <*f the >prea(l of a conimonl)' ajuw'jn- 
cd order puhfk orfcriia/rAwo/ husetl on a net u'ork of iniernaiiojial 
Irealies or ini written niles <if inieniadonal law. which neri* resjiecied 
because there was an undisputed moral cu<te Whind them. This spirit 
tvas reflected in the various insli tut ions which regulated the imeniaiional 
economic relations of that lime, especially the inlernatiOTial monetary 
order, which finally culmimiled in the universal gold standard. And it 
is the destruction of this meehanism which alone with the growth of a 
virulent form of econcmiic nationalism in the industrial and the agricul- 
tural field explains the process of disintegration whkh we lia\e siiicv 
witnessed. 


The author givx-s due Jjn|ior1ance lo agricultural nationalism in 
bringing about the xlisruption of world economy. Me correctly |x>ims 
out that in large secliuns of agriculture, especially in the production oi 
cereals and colUni, an acute depression hatl started long Infore the 
outbreak of the industrial tlepression, and many have atlopled the view 
dial il was just this cmicurrviice of a more or less cyclical indiisiri d 
depression w'ilh a long agricultural dejifession which explains the in* 
tensity and the obstinacy of the general depression of tin* 'thirtees. I lu- 
agrkuhuml nationalism of our limes has in a miiiiber of way.** been 
one of the most important contributory factors in Ihe disintegration of 
world economy. The author further comes to ihe conclusion lhai 
whereas the effect of the policy of agricultural proivelionism on inter- 
national economic disinlegraiion is indisjMiiable, it is by no loc.ins clear 
'iVhfctheC the parallel dcv'elopmcnl of Ihe industrialization of nc'v 
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cf>iinlvk<' Jis furtluml bv \>uAkxU\v is U» In* coiisulmsl also 

:vs i, (ilsiivl. L'raling facior. This Is m> llu- pvmvss ui nulu.- 

ivialisalkm. miitc In omirasi uilh agnculniral natumali'^m, caniuit 
]i .M] imim'dialrlv nr well wllhin a longr-r Io nir»re uoiioitkc in- 

.Irprdrnce and less fonign iradv. Indus! rial mean';, of course, 
\\vsi Ihere Nvill !»' less inipoHs of sunn* imuliicls. but Ibe \cr) proasa 
of iiKlustrlali/atioii makes il nwssiiry ibal lUere will Ik* itK.re iinporls 
cif olher In a bsi cbapln. I'mf. Kopke gives his reachons lo 

(be calasiropbe of war which fell U|K)ii iCum|K* when !bc niamiKiipt 
of Ihls Ixjok was alnmsl ecmiplele. 

Thls Is 51 MlmnkiUng IkkiU and is indlsiH Uxable lo anyone liUereSlcd 
ill shaping lUe future foreign trade of the wcirlil on rational lines. 


Tni: Tjic.okv oi* InticuksT, liy S. I^iksbnunavasinilian. Published by 

I’niversiiy of Mysore. Pp- 

77tc Theory of InWrest by Mr. S. bikshiuiiuirasiinhan published 
III IIJ4J coiUaliis ftfleen ehaplers Ix-sides a foreword, a pref5icc 5ind a 
b I bliog rapin'. The seven c ha filers from the ilnnl to tbe ninth are 
devoted to the irealineiil of the various tlusiries of interest. The 
chapter that examines the classieal theory is of course the most impor- 
tant for a student of the lh<-ory <if inlen-st. l‘or, it is in that chapter 
tli.u Keynes's ilusuy — as ii criticism of the classical theory — coines up 
for discussion. The IxKjk is a vahuible work on the theory of inleresi 
and is bound to prove most useful to students of theory. Bui the 
reviewer c5innot help remarking that llw author’s irealnienl of Keynes s 
theory is as confusing as Keynes's own exposition of it. 'I he chapter 
on the eUisskal Ihwry of hUeresi shows confusevl reasoiung from top 
lo bolloiu. In what follows the reviewer will nwke an atlvmpl at 
exposing some of the fallacies in Ke;i'nes's ihcory and jwinling out llie 
con fits ion that prevails in the aullwr’s iniml. 

On page 4 it is said that according lo Keynes one can gel interest 
(or lending money which he has not saved but which he h5is Inherited. 
The author Males however lhat saving is the ncHressary condition of 
earning ink re si because without saving there will be nothing to kmd. 
in other words, the author considers Keynes’s view to be wrong. Yet 
funluT on in the chapter the author upholds the theory that is bas*jd 
on this criticism of the classical theory that saving is a necessary con- 
dition for interest. 

The controversy about the e<|uality or otherwise of saving anti 
interest is meaningless. I*or, it all depends upon how wc define the 
words saving and interest. 

Keynes’s statement only amounts lo this that if what is not con- 
sumed is investment and again if what is not consumed is saving then 
saving equals investment. But then what happens to hoarding which 
plays such a dominant part in Keynes's theory? It is ^id that an ity 
dividual can hoard but not the society. For, one man’s hoarding is 
another man’s dishoarding. But how it is so is not at all clear. It is 
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no arfRiincnt lo say. as ifu* nnibor nf ilu- \h»iU. ih.ii * n«i lui.mlnr.: 
in Ibc sense of nn incr^-siM* in iln* loml >iiKk «»r nuuu v e.m <oilv i.ik* 
place \yhen ihc inoiMary niulioriiv issiH> inr»re ni<nu>, Ibu ibr in 
crease m the toia! stock of inojicv 0«vs nnt in any \va\ npM i ib<‘ rqn.ility 
be I ween saving ami imvsdiicnl. For the new nuauv Im ^(uni 

either on consimipiion or on invcsiineiu anil as nsnal we gei tin efiualiu 
between Saving and Invcslniciu.'* So Uh- nf ibe mailer ap|Kar^ m 
he that haarding is impossiWo UvauM* the m-vv in<»iev iniis! f.e >|m m 
cither on consumption or on invest men I ; wbieb nu-ans saving ibai ilur 
is no hoarding because nKmey i< not boardeil -ii is eiibrV emiMini.il ih 
invested. Is ibis not ibe logical fallacy of arffiiing in a circle' 

The classical theory mainiains ilvii iiUeivsi i'. ileiermiiKal bv 
demand and supply of saving wbicli in cKber uimU means tbai ib 
pie of nitercsi brings al)Oiil eqiwHiy of suj)|>lv and deinaml of saving, 
Keynes criticises this view. For. be points oni the rate of iiUeres: does 
not affect saving directly but through the level of income. Xow, nbv 
does It not affect saving diryctly ? The answer is. as Cassel pfii ills oni, 
that the amount savi^l by individuals Is largely insensitive to changes 
In the rale of interest. “With a rise In the rate of iiiicfesi v>nie mac 
WQ more, or the same, or less than they did Ik- fore. . The |MO|ic»nioli 
of us Income which a cominuniiy s;ives deiH-n<ls iijion the di-sire for 
security and power and psyclmlogical slate of preference as be (ween 
the present and future.*’ But if this is correct we inigln as well argue 
that the price of a commodity is not determined by li> supply and 
demand. For. the demand of a cotninodiiy does not depeml on its pi-ici,' 
alone. With a higher price some may buy more and soiiu- less. 
Moreover the demand depends on the siac of the Income, tastes, fashion, 
etc. Yet no one ever argues that the price <rf .i commodriy is, there- 
fore. not determined by the forces of supply niul dm;ii>r|. Whai 
Keynes’s criticism amounts to is only this that saving depc-mK not oiily 
the rale of interest but also on other factors. Odwr things being i\w 
same, the supply nf saving (Upends on ilir interest rate. 

The burden of Keym-sV song Is, of courst-. that Interest is not 
determined by the supply and demand of s:i\ ing but by the supply and 
demand of money, or, loanable capital as some would express ii. No\\' 
this amounts merely lo shifting the focus of attention from om- aspeci 
of the problem to another. Therv arv three things a man can do 
With his income, in the terminology of Keynes ; he can either spend ii 
or save it and hoiird il or save h and lend ii. If the elementary prin* 
Cl pies of economics U* correct as all of us think they are. then l lu- 
ma rginal utility of spi'iidlng, iIk- marginal utility of saving and the 
marginal utility of lending must all 1 h* e<iual to one another. Jf tluii 
the rale of interest et|u-ds the marginal utility of lending, it must alsi) 
e(|unl the marginal utility of saving. If one increast-s the other mU'. 
also increase. It is difficult therefore to iiinke much sense of the erid- 
cism of Keynes. Rightly has it U-en renwrked that Keynes’s tlu-on 
IS not antagonistic but only allerivitive to the classical ihi-or)-. 

The author creates another confusion on jwge 'I'he ral<- of 
iiUeresi, he says, equals marginal productivity of capital. Hut it is ihe 
rate of interest that determines the marginal pnxlucdvity of capital. 
This is certainly absurd. In the tcfminoifjgy of Keyiie.s ili«- schukie: 
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nf mftrffinal cfficioncy M capital hclp-^ ir> (lelcmiinc tlio rale of merest 
An<i if this clocks not mean that llu- rate of iiUon-it fldrrmiiied l>y 
marjjinal pro<Uictivity of capital wr Ao not know what eUr n can mean. 

Wc wmiUI like to |>oint out tltil allhouRli. a^i the author remark^. 
^aviuR. iiu-ntiK's, rale r»f inteoM and Invesimeni, mnlually dejerniine 
one another, tiure iv from each pnini of view facir>rs that ar.* detcT- 
minlnR and factors that are delerinlm-<k Thus, the price of a com- 
inodllv In the case of pure competition is deterinimsl hy it^; stipply and 
demand In th< market and this is inie in spile <if the fact that for any 
Riven indlvldtial sdUr ihe prio is a Riven factr*r and it i< not 
<leiernnned hy hni determines his supply and llu reUv tin* dein.and for 
his nutput. To arRUe, therefore, lhal the rale of inler<'St jn ih ' 
market Is not determlne<l hy llu- marginal pn«Uiclt\ily of capital is 
certainly al)cur<l and shows ignorance of the knovvIedRe of puiv theory. 

Coming to the chw- nf the chapter on the classical theory of 
intcTist we find ihi* amhr»r saying, *'The classical sysic-m is logically 
most consistent. Our ol)ja*l in these l*agCT» is to iwiim out Ihe short- 
comings and omission of iis ilus>rv. Tiu* classical theory was di ticieni 
on points of fonnukiiion. It ailaclu^fl much im|w»rtanci' to ihe m- 
jlueme front (he side of roo<Is and rather Hllle iinj>ort;mce from tlv 
side of monev.“ It is difficult lo make much seiis^* mit of such a 
statement. It Is only the last s^mieitcc ihat inrhaps means something. 
However, w'e would like to inentinn that the classical ivonomisis were 
not fundament ally wrong in ignoring the ipiantity of money or the 
level of incomes.’ (n fad limy did not igiwire il. hut It did not .appear 
clearly in I heir picture. 

ComhiR to the Abstinence Theory interest, the author says, 
“w'aiting can only Ik* a suhjtviive real c^H if ii involves abstemiousness 
oil ibe pan of ihe supplier of wailing, f.c., the vivers. Hul most cu 
th<‘ waiting is suppliiHl hy relaiiv vly rich |K-oplv to whom wail mg does 
in nt) way nusm abstemiousness . . . 1'Ih* conceiH of disUlilU) or 
ahsilnence is, ihereffire. Umj n.irrow or »»o w‘i<le to have any sigiiincunce 
at all." Here the author makes the s:inir n it slake as ihe unties of 
Senior have m.vlc- Abstinence dex-s ivK mean abstemiousness, 1 he 
ahsiiiu*ne<‘ theorv merely asserts that vtHt cannot Ret mii n st unless nou 
abstain from coiwuming. Kven the ricli nnisi abslani fnnn eonsummg 
if they have to earn interest and in wpiilihriuin the rale of interest nnisi 
ef|ual the disuiiliiy of abstaining fnnn cotisuminR. The unwillingness 
to accept the abstinence theory of interest is <Uie to the fad that the 
word abstinence is erroneously under'.lood to mean great hanlship or 
abstemiousness. We w'ouki like to draw ihe alleinioit of the critics of 
thi^ theory to Oavenport's work on hxonomies of b'nierprisi*. 

The chapter on Productive llissiries of Intere.^l contains, again, 
much con f II Ml I thinking. The author mnintams that productivity of 
capital is neither the cause of inter<'St nor the determinant of its rate. 
In regard to the latter contention he argtxes that marginal productivity 
of capital as a rate depends on the value of capital. But the value 
depends on the market rale of Interest. For, we capilAlisc future 
incomes at the market rate of interest to find the discountetl 
value. Thus, the marginal pnxiuctivity itself <lepcnds on the 
rate of interest and cannot therefor*- tx* said to dclennine it, 
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KryncsR Grnoml Tlieon w riiinir<l in Mipporr of iUi< I*ui 

jmy we not ask ifw .unUor. iIumi. ubnlur Iw vvoiiM nm .,{l,„ii tlnr 
interest is determined by supply ami <k*niaiuT of r.ipii.it ...id dr,i d,.. 
demand depends on prodiKiivuv? Whai ilio anilmr miinu f.ni k 
merely the mterdi'pendemv of lairfrrnal prmluciiniy and jnf< rrvT Tiu- 
price of rice depends f among ruher tilings) on wages and wagrs in ibrjr 
turn depends (among oilier llniigs^ on ibe priiv r>f rwv. Tlir dem nid 
for nee de^nds on its price: biM tlw priiv iiMdf is mu imkiKndttii nf 
fiemand. lo argue therefore that tlie rale of interesi is nut <K (rnniii' 


as ifi argnr (bal III. 


ed by marginal pro<bicli\'ity of capital k as alKurd „s 
price of a commodilv does not deptiid iijKm its drinand. 

The author's crilickm of tiu- AiKirian Tlieorv fs ih,. <ljivei oui- 
eome of Ids inability lo understand the nwaiiing <if the word dme- 
preference- He savs, “It is inipossiWo lo accept the rsisinuc nf dm.*- 
preference as a universal phenomenon.*' .\gain. "it is imposvihle lo 
accept the subjective underestimation of ihe future as a legiiimnlc factor 
111 the supply of capital." Tiine«preference iinplK s simply dial we prefer 
a given enjoy mem now to an wpial enjoyment in the future, provided 
all other things remain the same. Time-preference Is therefore an uni- 
versal phenomenon. The fact ihal a l<nd<*r of money giws uji money 
now for money in the future, does not owaii tlwf he prefers ihe future 
to the present, as the author argues. Ht- <locs noi prefer the Kiture 
and that is why he charges interest. 

There are two chapters in which the author has succeeded In 
folding serious blunders and ih^ are the concluding chapters on The 
Rate of Interest and the Price Level, and Conclusions, The hook 
attempts much and it would have been a better thing for the author to 
state in a direct and straightforward manner the theory of Interest as 
approved by him instead of reviewing the various theories one after 
the other. In explaining his own theory the other theories would 
n^jurally have come up for a brief criticism. The title of the book 
“'The Theory of Interest— would then Itavc been more appropriate, 

J. K. Mkiita 


Thr Prow. km or Sickmkss Insuranck With Spkciat. RicrRRRKcn 

TO CONDlTtONS OF INDUSTRIAL LaBOVR IN iKDtA. by V. P, Kcul. 

Published in 1943 *bc Author, 9, DiimMi Road, Vile Parle, 

Bombay- Pp- 185. Price Rs- 5. 

This small book has been published only a fe^v months back and 
makes an interesting study of an iTiiporiaiii lal>our welfare incasuro which 
IS on the anvil in this country. The app^-arance of Ibis lx>ok, therefore. 
IS very timely and we hope it would lead 10 .in awakening of g0110r.1l 
interest in the social implications of sickness insurance which in its 
theory is rather a complicated affair. This book is noteworthy from 
two principal viewpoints. Firstly, it is the first book published in this 
country which deals exclusively with sickness insurance In relation to 
this country. Secondly, its author is not a professional economist hut 
an Officer of Bombay Government, whose analysis, approach to the 
various problems and attempted solutions thereof arc bound to he of 
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iiikrfM tn Thw hvin chnrndonMir> nri' aUn rc^ponMhlc for its 
sirongtli \\Tnknr'?« alike. 

Sinre the ^rniivllnt; I be flea lh -knell of hhtnj’foirr dortnne. 
anfl ti< ^ re«tiU of a broarlminff nf locia? M'm|V»fhlr<. tlie spread of 
Socialism, trarle-nnionisin and other hranebe^ nf labour nmvcinent and 
la<t but 1101 Ira^l the eoiKivirnt cfTorls nf the liit<matlona 1 T.aboiir 
Offiiv. Mrlsiie^'C iiistinncr lias Urn ndopied by a large miinher of 
eonniTh's and In niln rs h Ka^ U*ei> iiiider cnnirrnplaiion for some time. 
The I. T., O. experts have made valuable studies in the leading pnn- 
ripb's and asp<*ois r»f suknrss insurance, and the comparative laws. 
Statist ics and condlllnus rrlallng thereto tlirougboul tbe world, all nf 
which are available In the I. T.. O. Studies and Reports, Series M. 
Though some nf these piild lea t ions are now out -nf-i late and require 
revision, they can lie said to have nw>re or less exliausted the suhjeel 
in so far as general and prarileally usi ful knowlwlge is concerned. 
Anv ncAV puhllcation in this line is, therefore, to he valued for either 
making new researches of ihenretica! nature and proiwinding new 
pTiiicipUs, or for making a critical study nf any scheme or schemes hi 
operation, or for rllsciissing and deciding the various cnnlroversies with 
which the subiecl is replete, or for submitting a tentative scheme fov 
the Introduction in a country or laying <lovvn leading considerations 
requiring attention in this rcganl. CousideiX'd from this viewpoint, 
the book under review f.alls under tbe last category, and in tbe words 
of du* author, ‘‘the main purpose of this book is . to discuss some 
of the essential features of sickness insurance problem'’ (p. 6) as 
related to rndian conditions. However, (he scheme which is discuss- 
ed in this hook is not author’s own scheme hut the tentative scheme 
framed by the Bwibiy Textile T.;thour Knquiry Committee. The 
author lakes the rceonmtembtions of the said Comniinee in this con- 
nexion as axiomatic truths and his function has all along been to re-state 
them, justify them from quotations from the British National Health 
Insurance Act and some of the publications of the I. T,. 0 ., and tovich 
upon some minor points ignoresl by this Ctnnmitlec, According to 
the author, his attempt has been to fill in ‘'the imporlnnl gaps In the 
tentative scheme given in the final report of the BoinKay Textile l,abour 
Enquiry Committee." fP. i.) The object which the author has set 
for himself and the bare 132 pages of the hook, which are covered by 
the text, alike debar a full exposition of the whole matter. The Contcu/si 
of the l>ook include only two topics, vig.. Benefits and Financial 
Resources, together with some introductory and general obsen'ations in, 
the heginning and end of the book respectively. Evidently the contents 
are incomplete and do not deal with such major and important matters 
as Administrative Machinery, Medical Organisation. Disputes and 
Offences; and certain minor but equally important subjects like pre- 
ventive treatment and activities, the problem of malingering, the card 
system, the problem of the sparsely populated industrial areas, the pro- 
vision of institutional and specialised treatment and a whole host of 
other vital matters which present real and eonsiderahle difficulties. 
Problems of residential restrictions, investments, etc., have merely 
been touched upon and not discussed threadbare and at many places 
the treatment seems to be rather colourless, 
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satisfying the triple objects of taJ afford ing nilet|uaic and '•aiist.H'tovx 
dcgico of benehis to vsorkers; «b) taxing the induMrv jieenKline {>> 
Its capacity to pay; and le) taking <lue care that the ni<n]iidilv t xiuri- 
ence assumed in framing the scheme bears out in tmieiice in fuiim as 
ncany as possible. Tins task ob\ioii»le ri.‘(juires s^ine actuarial euid- 
ance and export statistical kitovv ledge. 

(ii) The drafting of the propsafs of <livvrso nauiv<> ainl 
character in such a way as to nuniinise ihe ehamvs of leakages, mal- 
ingering. disputes and uffeiiecs. eyaMon. etc., fulh U«aving in mind the 
peculiar characteristics of industrial labiHir ni India , Its problems and 
the ways of solving them. a» well as the existing industrial legislation, 
and ensuring that ihi* si id pru|M)^a]s do not ervau- nesv problem s bin 
if possible, mcidentally solve some of the c^d ones. 

(iii) The erection of efficicm general, nu-dieal and si,|KT\lMjrv 
machinery for the proper adminisi ration ami managemeiu of the fumi 
ensuring proper enforcement of the Act and its adminisiraijon nn 
cfficiem lines, in association with the ope* rat ion of the iK-ces>an' cheik^ 
aitd balances. 


The under review seems to attack ihe first ixiri of ihv above 
task only but since it has bc-cn written w ithin certain limiulton-., it does 
not deal with this aspect of the problem cither fully or indvr K*ndemly 
1 he nature of the book restricts its utility to the reader, w'huh is a sort 
of an academic essay setting out the main principles of sickness in« 
surance with special refcrviK*c to this country. It is likely to be fomul 
useful by practical businessmen or busy administrators who have hiile 
lime to delve into the of prei'ious lileratua* existing on this 

subject, Bm it appears that the author has not had the upporiunliy 
of giving to this problem deep and careful thought and his coiicluMoiis, 
views and statements excite comments atid contradictions. 

To turn to lliis aspect of the matter, we may well Uglii with the 
problem of the scope of sickness insurance, which has been made much 
complkaled by so many borderline cases and it is of interest to examine 
some of the views of the author in this regard. One of these is the 

S test ion of the contract labour. 'J'hc author suggests {pp. 

at the vexed question of contract labour can be solved by excluding 
this type of labour from the scope of the scheme altogether. Hut, to 
our mind, such an escapist policy would U* fatal to the whole scheme. 
For if this suggestion is adopted, what would be easier for tJic em- 
ployer intent on evading the scheme than to employ all or most of 
his labour on the contract basis and thus nullify the entire scheme 
without ever coming into the grips of the law ' ' The problem of con- 
tract labour is no doubt a cbssically difficult affurr ami not even in 
Great Britain has it been satisfactorily s<.^s'ed and wovild ha\'c to 
courageously faced by us in this country, 

The author’s suggestion regarding the non ‘imposition of any 
upper income-limit is also difiicidt to understand. 11« i» against such 
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a i)v<ii)osal Iavjuim* ihc workers geUiiig low wages arc very few and 
Oic limit if imv, would lx- arbiirarv- Now, whc lher tlic workers so 
cxcltKlc<l \eould be few or many would partly depimd upon how we 
define ilie term -worker/* which has nol been done anywhere in this 
book. And. ill any easi*. the smallness of the number sought to be 
rxcluded is no argument in favour of their inclusion- It is, again, not 
<jiiile correct In s:iv that ineoim-liinU which can be placed would be 
;irl>ilnu*y. It is, in fact, a well-kn<mu priiKiple of social insurance 
Ibid tiuiM* who are able, by virtue of their economic position, to lake 
ilulr own care need not In* iuc Hided in the scheme and those canting 
larger iiicoines should be excluded from its scope. 

'riic author further suggests that tlierc should not be any age limits 
because ti) there is no general system of contributory old age pension 
in this country and (ii> •'children are still being employed in factories/’ 
As regards llie absence of an old age |H'nsion scheme, it has to be said 
that there are so many other things which are also absent and which 
the workers must gel but which are not available to them, But does 
that mean that they should Ih! available to them under sickness in- 
Mirance^ If this scheme is made to lake care of other forms of cala- 
mity foreign to its purpose* , it would lead to the frustration of iMth 
forms of coverages, of the former because the carriage of other risks 
might lead to fund's insolvency, of ihc latler Ixcause it might not be 
iiToperly cared for. As regards the ikcond point, we fail lo under- 
stand how the einploymeiu of children disables us from imposing age- 
Uniits, 

The author s views regarding the inclusion or exclusion of un- 
employed persons seem lo have Ixeii arrived at without much 
thought, lie suggests that unemployed persons should also be 
included in the scheme in case they pay the whole contributions them* 
selves. This viewpoint cannot be ap|>r4*cialv0 for tlivir exclusion from 
the scheme is warranted by very good reasons- Tlie unemployed 
workers who can keep the insurance alive while unemployed would be 
very few- .\nd wlui vvoutvl really luppeii would be that a vvorkcr who 
Has some saving would be templed to keep insurance alive but vciy soon 
he would discuver dial he is unable to keep it aliv'e further. This 
prov ision would thus lure him to purchase a |Mdic) w hich is aintost 
sure to lapse! Moreover, if the uiieiii ployed |K*rsons arc permitted to 
draw benefits under the selicnw*, wiiUoui I lie working of unemployment 
insurance simultaneously, the unemployed workers would manage to 
fall sick by the stroke of some siialadc httayittairc and draw* benefits, 
and in this inaiuier sickness insurance would soon become unemploy- 
ment insurance vvliuse burden it could not possibly carry. Besides, 
there are administrative reasons, like the dilhcullies in the culled ion of 
contributions, which preclude the inclusion of the unemployment in 
the scheme. 

The views of die aulltur regarding agc'-Iimits, income-limit and 
unemployed persons err on the side of generosity and arc wide of the 
ideal laid down by himself, vis., that “every conceivable precaution 
must be tat:. . »o safeguard the sickness insurance funds from the 
inception o. me scheme.” (Pp. 26-27.) 

The author aUo observes on p. 42 that "Dependants of the insured 
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persons will have lo be excHiditl I* ruin ilic sclienie a* in oilier coinurk *. 
at least in the iiiinal stages.'* illalic'i ours-t Now. it by ihiN llv.* 
author means that in other countries iU*|H'n< hints a ft- ex chided from 
the medical benefit pari of the vhi*nie, he coinmils a grave error of 
fact- In Austria, Bnigana. Oeehoslovaku, l'*raiivc, CuTmaiiy, Great 
Britain, Hungary, Lativia, IJlhunu. l.uxeinhiirg, Xorw.iy, l'(jl<nHl. 
Portugal, Houma nia, etc-, benefil is inovided io the dejK*n<l.'«iUs of the 
insur^ persons on a compulsory or optional His is. {See i’nnif'uliory 
Sickness Insurance. I. L. O., M 6.) The hikmalional l^iiUnir OlVice 
observes in this connexion, ”A new conception of inbiirance has aj)- 
peared of a genuinely social cliaractvr. 'I'he insurtxl jktsoii is no 
longer placed m a different class from his family . . - p. 3^7 

ff, ) Again, “Even before the war, bickness insurance m; he 1110, es- 
pcciaUy those in Central European countries, had iiuriKluecsl inedkvd 
benefits for the dependants of insured persona . , . The niuveinent for 
the introduction of family medical a sai stance grew in at l ength during 
the years following the tvar.'' {/bid., pp. 3i8-3Jy.) 

Leaving aside the question of the scope, the “geiHTal hyjioihetical 
formula for determining the cun iribul ions," the evolution of Nvhich Is 
regarded by the author as an important object of writing the book, 
seems to be unsatisfactory. This formula is C As. 3 I3 plus (-130) 
w|. where Camonthly contribution and average daily wage in 
annas of the workers in a particular industry at a particular centre. 
This formula seems to be nude of tissues of confusion. The autlioi* 
accepts the view of the Bombay Labour Textile Enquiry Cominittee 
that the fiat rate benefit is the form of cash benefit (p. 108) and 
also the said Committee’s recommendation of Re. l per capita total 
contribution. It is then strange as well as contradictory to express the 
contribution as a proportion of the wage just a few pages after I If it 
is the flat rate which appeals lo the author, wt fear he does not seem 
to have a clear notion about it. On p. 9 he states that the "total month- 
ly contribution per insured person iHctuding the administrative expenses 
comes to ” and again repeats (p. 116) that "the total monthly con- 

tribution iueiuding the expenses of administration." It is difficLill to 
make sense out of this expression. At best it is confusing and illogi- 
cal. For by no stretch of inugi nation can monthly contributions be 
regarded as items of expenditure, or administrative expenses as items 
on the income side; nor can an item of income include an item of 
expenditure in a sensible sense. However, the author postpones the 
explanation of the formula to Chapter IV but that Chapter does jjoi 
make the reader any the wiser. For nowhere docs he slate the ration- 
ale of the formula, how has it been arrived at, what is its justification, 
what is the scope of its application and what is after all its need and 
necessity. Even the object which this fiormula is meant to serve is not 
clear; for if it seeks to determine flat rale contributions, that detennma- 
tion has lo be made in a different manner. The author u^s it m 
arriving at a system of the distribution of costs as well- The follow- 
ing U Oie upshot of his deliberations about the distribution (explamcu 
00 pages 9-10 and repeated on p. tl7)* — (») coninbutioo 

to cover administrative expenses, (ii) 7 
fit., (iii) As- 7I3 (.136) X w for Msh benefil. (»y) i|9 
Fund, (v) Balance to contingencies up to a maximum of 2 1 45^ 
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lolal coiuribulion. One fails io find any justificaiion or appropriateness 
of suggesting a distribution jjartly on flat rale, partly on a percentage 
basis as related to total contribution and still partly on a proportional 
relationship to wages! The author here defies tlte arithmetic of the 
situation and exhausts all the three ways in which this distribution can 
be made in one single attempt. Is there any reasonable guarantee that 
the total of all these five items would be equal to unity? 

Again, on p. 69 the author slates that though the cost of* medical 
benefit would be constant for all centres and industries, the cost of 
cash benefit would differ from centre to centre and industry to industry 
because of variations in daily wage. On page 73, he slates that “the 
amount to be allotted for cash benefits should be 7.615 x w|2 per 
insured per annum/' There is no groun<l for sut>posing that medical 
benefit w'ould involve the same cost everywhere, ajid much less for 
assuming that the cost of cash benefit would \'ary so much, if once the 
flat rate principle is accepted. As a matter of fact, the case would 6c 
just the opposite. 

The author does not give even a hint regarding his conception of 
the right degree of centralisation in the management of the fund, on 
which so many things basically depend. Should there be one fund on 
an all’Iiidia basis, or there should be separate funds industry-wise or 
centre-wise or industry- as well as centre-wise? If he favours the 
former, it runs counter to w^at he discusses in Chapter IV and his pel 
formula ; if any of the latter propositions appeals to him. it runs counter 
to the very spirit of social insurance and the theory of probability on 
which the whole structure of insurance is built up. 

The author rightly states that the Hat rate benefits are most suited 
to Indian conditions at this stage but the reason which he gives for his 
view is that it would "enable him (i.c., the worker) to maintain his 
standard of living during periods of incapacity." Really if this is the 
object which is to be fully kept in view, it is difficult to imagine how 
can this be secured without some degree of wage categorisation and 
differentiation, though in the beginning this must be as simple us 
possible. The author also misunderstands the purpose of waiting days 
for he thinks that they are provided because "(he cost of administra- 
tion and supervision of such claims (i.r.. claims for short disposition) 
is often prohibitive and out of all proportion to the services rendered 
to the insured persons." The real purpose of waiting days, as a matter 
of fact, is to make an economy in the payment of cash benefit by thus 
summarily turning down all claims for illnesses lasting for less than 3 
days or for the first 3 days of longer sicknesses. The provision of such 
a waiting period can be depended upon to support a morbidity figure 
from I to 2 days more than the scheme of benefits and contributions 
would oiher>vise do. It is therefore a recognised and useful tool 
whereby the contributions from various parties are kept within model* 
ale limits. So far as administration and supervision are concerned, 
once the proper m^hinery for these purposes is set up, its capacity 
would be found to be rather eUstic, as it obeys the law of diminishing 
cost, especially when it would have to function in respect of medieJ 
benefit part of the Khemc all the time. 

Regardir^ the morbidity staiisticsj the author says in the Prefoce 
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that experioncf of other mintric^ can be M^cd in TivUa fp. ii>. Thk 
view seems to have found a certain de/iree of airrenry htit slionUI be 
revised or at least its limitations should be clearlv* realisoH, Tt Is well 
known that workmen’s accident siahsties do not admit of imentaironal 
comparison and adoption. The Tnlenwiioivil T.alwiur Offieo a few 
years ago observed. “In no branch of lahonr MatMiCs are di (Terences in 
the scope and nature of statistics cvidoiu as in that of incUistnal 
accidents and in no branch are inlcmalional Miiiisiiral comparUmw 
more dtfficuh.’' The nth Tnlernational Congre'^^ of Actuaries \sliich 
rnet in July, 1937. in Paris also came to the s;ime ooncUision, Whai 
is true of industrial accident statistics is very much likely to be true of 
industrial morbidity experience as well anti too mncli reliance must 
not be placed on international morbidity figures for evolving a ha^^is for 
sickness insurance scheme for this country. 

Such are the points to which we would like to draw the alien (ion 
of the author; and while we do not underesiimaie the value of the book* 
for those for whom it has been written, we would suggest its eari ful 
revision. In author’s own view, the .scheme dcscnl>ed by luiu in this 
book is very simple, sound and flexible In character. (V. 0 -) How* 
ever, the Government of India lake the other view and as they express- 
ed themselves in the Memorandum presented by them !>ef(^re the Third 
Conference of Labour Ministers, “this schcme fic,, the Scheme of the 
Bomaby Textile Committee) might however bo con.sidcre<l soMe^K'lwf 
too eompUcoted/' (Italics ours.) Tt has also to be considered if a 
scheme based on the assumption of 9 days’ sicknc.ss and 7I rd of ex- 
penditure on medical benefits and administration would come out in 
practice to be as sound as it should be. The allocation of only 6} % 
of total contributions to administration also seems to l>e rather nig- 
gardly. It seems that the contributions per male adult worker would 
have to be pushed beyond Re. x p.m. if the scheme is to provide not only 
an adequate quantity of cash and medical benefits but also to have an 
efficient system of administration besides proper safely margins and 
what might be called ‘hidden reserves’ here and there which arc ab- 
solutely essential in the initial working of the scheme. In order to be 
flexible, the scheme would have 10 lake into account (he future pro- 
gramme not only of sickness insurance but also of social insurance in 
general. 

Despite all that hps been said abo^*e in a constructive spirit, wc re- 
commend (his book to our readers for it is informative and is the first 
book of its kind published in this country and is likely to awaken in- 
terest, thought and authorship in this new direction. The printing is 
neat and get-up nice. The author is to be congratulated for making a 
beginning in the study of this new and in>portaiit measure of labour 
welfare. . . . 

A. N. Agar WAX, a. 
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PART II 


THE ROLE OF VELOCITY OF CIRCULATION IN 
THE PRESENT RISE OF PRICES 


BY 

Paul G£ren, M.A., Pn l) , 

Forman Vhrisluni i'olhtjt*, hahorr. 

I 

One regulftr fcntinx* of any consideiablc l ist* in the . 
general price level is the reluctance of many in authority 
to emphasize the casual relationship lictweert the incicase 
in the quantity of money and the rise in prices. This 
was the case in the great German inflation following the 
First World War,' it was the case in other European 
countries which experienced inflation at that and 

there are evidences of it in India today .* 

A factor which must encourage this view is the 
empirical observation that the incroasc in the money supply 


'See C Bresclani-Turroni, V.eonomks of Infiohon. pp. 4^— -47. 
tor abundant II lustra Hon. *' German Pn*ss. Govcrnmcni, aryl many 
f^^nomjsls held that the i nil a Hon was iiol owihI ihc rnvrcasc In money 
supply . . . The Rcichsbanic. for example, indicalerl in Its aiinml 
report, as a cause of the increasing issues of pap<T money, the rise in 
Pnecs, provoked by the scarcity of goocis.” How faithfully history 
repeals itself, this time in India, even lo the use of the same phrase. 

• See Gustav Cassel. Money and Foreign Uxehange After 1914. 
P. 122. 

* The newspapers and the financial magazines are fruitful sources 
01 arguments of this kind. As an example, Si*e the pR.*8idenlial address 
before the Bombay Shroffs' Association, quoienj in Cafnai of Janu* 
ary 21 , 
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and the increase in prices do not proceed equally and 
together.^ The contours of the curves showing index 
numbers of prices and index numbers* of notes in circula- 
tion are roughly similar. That is, moderate increases in 
note circulation have been accompanied by moderate in- 
iTcases in prices (with the suggestion of a two-months’ 
lagi, and large increases in note circulation by large in- 
creases in prices. But the percentage increases have not 
been equal. On the base of August, 1930*100, note 
circulation stood at 413 by April. 1943, while cost of liv- 
ing of Bombay Industrial Workers, shifted to August, 
1939 = 100 base, stood at 214. 

This ateence of a fari passu relationship between 
supply of money and prices does not call into question the 
validity of the equation of exchange — indeed that equa- 
tion is an identity. That equation shows prices as a 
function of velocity of circulation and volume of transac- 
tions as well as of quantity of money, all of which are free 
to vary. Nor is this absence of equal percentage increase 
an indictment of the quantity theory of money except in 
its most rigid form, largely discarded, that a given per- 
centage rise in quantity of money will cause the same per- 
centage rise in prices. Even the strict quantity theorists 
left some room for escape from this rigidity by holding 
that equal percentage change in the two need not occur in 
periods of transition,^ a description to which the present 
period assuredly answers. 

Rather, the disequi valence between the increase^ in 
money supply and the increase in prices directs attention 
to the other variables in the equation of exchange, velocity 

* Helfferich, chief among the German economists who denied that 
increase in the quantity of money was responsible for the inflation had 
recourse to this ar^menl. See the sixth edition of his work, Das 
Odd. For a summary in English, see Brcsciani-Turroni, op. cit., 
Ch. ir. 

‘ Since index numbers of prices are percentages expressed to a 
flxed base, the note circulation should be put into the same form for 
comparison with price changes, that is, into percentages expressed to 
a fixed base. When these are plotted on a logarithmic scale, the slope 
of the curves will show rates of increase of the index numbers. This 
rate of increase in the index number of note circulation was roughly 
twice that of prices in the first half of 1941, three times in the second 
half of 1941, twice in the first half of 1942, and roughly the same in 
the second half of 1942 and the first half of 1943. 

• See Irving Fisher, Purchasing Power of Money, Ch. IV. 
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of circulation of money and volume of trausaclions. Of 
these, the velocity of c-ux-ulatiou of money oiK'vs tlie grea- 
ter promise for an explanation of extreme iae<jualitie« 
^tween increase in money supply and increase in prices. 
Let us consider the actual case in India. Between the 
begiDning of the present war and April, 104:1, tlio note 
circulation had, roughly, quadrupled and pi'ices luul, 
roughly, doubled. It tlie volume of transactions were 
solely to account for this disparity l>etween quantity of 
money and prices, that volume would have liad to (l<ml)Ie. 
That tins should hap|H*n in the space of three ami one- 
half years in India is exceedingly unlikely. TIic volume 
of transactions is compounded of two quantities : volume 
of goods and their circulation from the fii-st stage of produc- 
tion to their last purchaser. The volume of goods i a rely 
exhibits a doubling or a reduction by one-half in the s])aca 
of a few yea 1 * 8 - In the downward direction such movement 
m India would be limited by starvation and in the upward 
direction by the inelasticity of prcKiuction in the shrjrt 
period. ^ Given the volume of goods, their velocity of 
circulation is capable of great an<i rapid changes, llirougli 
hoarding of goods, which operates to de<*rease the velocity 
of circulation of goods just ns the hoarding of money 
oporaU'S to decrease its velcK'ity of ('ircnintlon, and ihrrjugii 
feverish Inillish 8p<*cuhilioii wliich operates lr> Im rease tlie 
velocity of circulation of g^)od«. The integration of in- 
dustry and changes in the numiK'r of middlemen are \)vo- 
liably influences that operate on the volume of transactions 
rather more slowly. After making allowance for the 
magnitude and speed of all these combined fachirs aiKi 
acknowledging that among these forces some would be 
working in an opposite dii'ection from others and so offscU- 
ing them,^ it seems cxmvincing that volume of transactions 
will not play as large a role in explaining 'disparities 
between incrcase.s in the quantity of money and rise 
in prices as will l>e played hy the velocity of circulation 
of money. • 

The velocity of circulation of money, ospci ially when 
we think of it as the recipi'ocal of k in the <ash lialances 


increase in pro<luclion would increase ihe ^’ohime of Iran- 
sactions, but hoarding of commodilies would decrea'ic it. rnlcgraiion of 
industry would decrease volume of Iransaciions but an increase in 
merchandiatng services would increase it. 
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equation,® the proportion of their income which the people 
choose to hold in cash, is the result of volition. As such 
it is influenced by psychological foi'ces of which great ^d 
sudden changes in intensity are characteristic in critical 
times.® It is true that decisions concerning hoarding of 
and speculation in commodities are influenced more by 
psychological than by technical considerations. But 
whereas there may be these operations in certain commodi- 
ties, changes in velocity of cii-culation of money have the 
entire ‘money side’ of the equation as their field of opera- 
tion. 

From historical accounts of previous inflations a rough 
pattern for the velocity of circulation emerges. In the 
early phase of the increase in the money supply the velocity 
of cirulation usually falls. The reasons for this will be 
sought later. In the period, if the volume of transactions 
is constant or does not fall greatly,^® the price level will 
rise by less than the increase in the quantity of money. 
If the increase in the quantity of money is long continued 
and extreme, and if it is attended by a certain concatena- 
tion of events of the kind that makes the inflation political- 
ly expedient, the velocity of circulation will rise. (This 
is because the people l)ecome uncertain concerning the value 
of money, they become tardily aware of the nature of the 
inflation and seek hurriedly to turn money into commodi- 
ties) In this phase prices rise faster than the quantity 
of money. 

vAn indirect measure of the confidence of the people 
in the money, and hence, of velocity of circulation is 
provided by the movement of the total real value of the 

® The equation of exchange and the cash balance equation of 
Marshall and the Cambridge economists would yield the same result 
in the study undertaken here. The cash balance equation has the 
advantage that it shows cash balances, and therefore, velocity of circula- 
tion of money, as the result of decisions, w^tion. But the equation of 
exchange has the practical, and in this case, decisive, advantage, that 
its elements are those which it is easiest to determine statistically. 
Keynes, formulator of alternative equations, concedes this. See 
Treatise on Money, Vd. I, p. 235. 

* In the General Thtory Keynes has emphasized the incentives 
to liquidity, a subject which is not the exact equivalent of the income 
velocity of money but is closely connected with it, as highly psycho- 
logical in character. See Chapter 15. 

'^If the volume of transactiems rises, the tendency of prices to 
rise by less than the quantity of money will be strengthened. 
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money in cirulation.' The toUU leal value of jnoiu'v vircu* 
latiou could be ineasui*ed by the gold it would ])ui\ liasc‘ in 
the times when a body of nations were on the gold stainlat d, 
or by its value in terms of a foreign eorrencv whieh has 
not experienced great changes in value, or by its pureljus- 
ing power over commodities within the c-ountrv as measur- 
ed by domestic price indii-cs. Since g(»ld [n ice in Jmlia. 
owing to special speeiilation togelliei* with tlie loss of its 
foj mer place in worhl monetary spheiv, is less signilicam as 
an indicator of loal value of money limn a larger grcaif) r)f 
commodities, and sinet^ the iiipee is not free to vary wilti 
the pound, nor, Iwcause of this relatioiishii), with the 
dollar, only the third of the suggested methods is available. 
We can find the real value of tne noU* cii-culation by divid- 
ing the nominal value by a measin*e of ilie geJieral i)rice 
level or the closest approximation available. 

On the assumption that real income is j)ot changing 
radically, a rise in the toUil real value of money supply 
will indicate a fall in income velocity of money, tliat is the 
number of times n unit of money lw<’omes income in a unit 
of time, while a fall in the real value of money supply will 
indicate a rise in the inc-omo velocity of money. This is 
perhaps more apparent frojn the cash balances cquatioiP' 
than from the equation of exchange. The k of tlic lash 
balantes equation, the nroporllon of total income winc h 
the pe^)ple tho(;se to hold in cash, is the Jcciju'ocal cjf V in 
the equation of exchange when V is conceived as ineome 
velocity, the numlx»r of times a unit of money l)econ)c*s in- 
come in a unit of time, rather than as transactions velocity, 
the number of times a unit of money changes hands i!i 
making transactions per unit of time. This proportion 
k multiplied by aggregate income gives the total real 
value of the money supply. If V docreases, its reciprocal 
k increases, and the real value of the money supply in- 
creases. 

• * The leash balances equalion * is usu.illy wriiii n by Pi^’r,;!, 
Robertson and the Cainbrid^ economists who ha\'i' tnatle lIic most 
i K 

U3e of it as P » where P is price, k the prtjporlion of total income 
which the people choose to hold in cash, H total incc^nt* <lurinff a unit 
of time, and M the quantity of money. I'or a discussion of the equa- 
tion and its relation to the equation of exchan^ see Marshall, Afoney, 
Crtdit, and Commerce, Ch. IV; Pigou. Essays in AppUcH Economics, 
Ch. XVI; Robertson, Money, Ch. II; Keynes, Treatise on Money, 
Vol I, Ch. XIV. 



104 


PAUL GEREN 


Table I shows the real value of the note circulation in 
India : (A) measured in terms of purchasing power over 
commodities at wholesale prices, and (B) measured in 
purchasing power over commodities at retail prices. The 
wholesale price index of the Economic Adviser to the 
Government of India has been used for A, the cost of liv- 
ing index for Bombay Industrial Workers, with the base 
shifted to August, ld39, has been used for B. 

Table I 


Nominal value of Real Value 

note circulation* (A) According to (B) According to 

wholesale prices cost of living. 
(Crores of rupees) (Crores o£ rupees) 


1939 

Aug. 

161*9 

161-9 

161-9 

Sept. 

101*4 

176-9 

189-5 

Oct. 

200*2 

176-7 

194*3 

Nov. 

210-7 

167-6 

202-5 

Dec. 

219*0 

156*9 

202-8 

1940 

Jan. 

227-2 

1G2*0 

208*4 

Feb. 

220-6 

173-8 

211-8 

Mar. 

227-6 

180-2 

216*9 

Apr. 

226-1 

180-0 

217-2 

May 

230*7 

186-3 

217 6 

June 

240-0 

210-3 

226-4 

July 

233-1 

205-8 

215-9 

Aug. 

233-4 

211-4 

214 1 

Sept. 

221*2 

200*2 

206-7 

Oot. 

210-1 

106*0 

202-9 

Nov. 

219 3 

192*3 

203-0 

Dec. 

225-3 

195-6 

206*7 

1941 

Jao. 

230-3 

200-8 

207-5 

Feb. 

2351 

200*7 

208-1 

Mar. 

236*9 

212-7 

211-4 

Apr. 

250-7 

213-0 

217-9 

May 

256-2 

216-7 

220-8 

June 

261-2 

206-6 

225-1 

July 

255-6 

189-2 

213*2 

Aug. 

257-6 

182-7 

206-2 

Sept. 

265-9 

184-9 

216*2 

OoU 

274-5 

192*1 

230-7 

Nov. 

285-3 

105*9 

237-7 

Dec. 

314-5 

219-5 

255-7 


* As at the middle (approximately) of each month. The figures 
are taken from weekly reports of the Reserve Bank of India. 
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Nomioal value of Real value 

note circulation (A) Accordincto (B) According to 

wholesale pricoi cost of living. 
(Orores of rupees) (Crorcs of rupees) 


1942 

Jsn. 

330-5 

229-9 

354-2 

Feb. 

360-1 

236-9 

271-4 

Mar. 

278-0 

262-8 

2tn-r> 

Apr. 

408-2 

279 4 

3110 

May 

427 0 

2883 

317-0 

June 

430-0 

289-5 

302-8 

July 

444-0 

278-1 

277-9 

Aug. 

4707 

294-2 

2fM-2 

8ept. 

490-9 

298 8 

303 0 

Oct. 

511-7 

298-5 

312-0 

Nov. 

537-8 

303-8 

316-4 

Dec. 

558-2 

302-2 

311-8 

1943 

Jan. 

689-4 

• • • 

3054 

Feb. 

011-7 

4 

313-7 

Mar. 

639-3 


322-8 

Apr. 

May 

009-3 

700-6 


312-7 


With the exception of some months the real value of 
the note circulation has increased month hy month- The 
tendency over the whole period is unmistakaMy toward 
increased aggregate real value. Apparently fiidia is still 
comfortably within the decreasing velocilv phase of ilu* 
inflation cycle. 


II 

We can now attempt to measure vel(K*ity of circulation 
directly and to bring velo<*ity of circulation of dcpr)sit 
currency into consideration along with velocity of circula- 
tion of note curren^. 

According to Fishers elalM)ration of the equation of 
^chaiige to include deposit currency, wo liave the follow- 
ing equation of exchange in the liase perioil, which is for 
this problem August, 1030. the month Itefore the outbreak 
of war : 

P,T* = M^V. + Mo'V/ . . . (I) 

where P is average price, T the U>tal numl>er of transac- 
tiODe, M the quantity of money, V its velocity of circula- 
tion, M' the quantity of deposit currency. V' its vclwity 
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of circulation. The subscripts indicate time. In the next 
period, September, 1939, in this problem, we would have 
the equation of exchange : 

PiT»=M,Vi + M, VV/ .... (2) 


From these two equations we have : 

PiTi. MtVt+M/ V,^ 
P«t« M,>Vo + M/Vp' ' 



This may be written as : 

Mi 

PiTi Mp Vp Mo* Vp 
PoTp \ 

MpVp 



. (4) 

. {r^) 


The equation is put in this form liecnuse under the 
limitations of available statistical data we know some of 
the elements as absolute quantities, and either know or 
can estimate others ns ratios between their values in the 
base period and a subsequent period. M, M' and V' we 
know as absolute quantities. We never know P, ‘'average 

price,” but price indices give us the ratio ...p-. We 

seldom know the total number of transactions, T, but we 
are sometimes in a position to estimate the total number 
for a given time period, as a relative of the total number 

in the base period. This gives ^ Thus by sub- 

•t • A 0 

stituting absolute quantities for M, M', and V;', by using 


price indices for 


Pi 

P® 


and by estimating 



we are able to 


calculate 



the ratio of the velocity of circulation of 


money in period one, and of course, successive periods, to 
the velocity of circulation in the base period. Velocity 
of money inay be assigned the index number 100 for the 
base period, August, 1939, and Vi . . . . n calculated 
for successive periods. 
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The sources of the statistical date ai'e as follnws : 

p 

— Ideally, we require a measure of Uie general 

price level. Since we do not have this, two st'ts <•£ mca' 
sures of relative velocity have been cnlculatod, oiu* using 
the index of wholesale prices of the Economic Advis<*r lo 
thu Uovenmieut of India, the other using the cost of living 
index of Homimy Industrial Workers, li rcsciani-Turroni 
has shown that the former may l>e considered an ap])rc>xi- 
niatiou to the relative iiKJvenients of tj'ansaclions-vcitH itv 
of money, while the hitUu' is a i^ough ap|)ro\ijnatlon to Uie 
relative movements of income vohjcilv of jnojicy.^* 

Tliis is the j>oint at which wc aje thrown 

altogethej' upori ati eslimnU'. Tlic idiysieal volujiio of 
transactions is the product of the <|nantity of goods lijncs 
the number of times they an* exchanged in a iniit of time. 
The volume t>f gr>ods has alm<ist certainly iiu icased. 'I'lie 
(Uv/Atai Index of Industrial |)njduction, lliongh manifest- 
ing falls as well us rises, has shown an n|)ward trend over 
the ))eriod. Tlio Orow Moi-e Food ('nmpuigii is lejmlud 
to liuve bj ought eight million uvw acres umler cultivul ioii. 

'I'be velocity of circulation of gor«ls is moix* rlidiculL 
to asses.s. At least I wo fonvs ha>o o|M'rn1cd In <iei'j<'ase 
it : the lK>;ir<ling <jr stocks of g<M«ls, and (In* <'on>uiii|jtlon 
of tiimli of the national dividend by the riilliiarv. The 
latter condition probably cunse-s u c]ijminiti<in of luitiiber of 
exdiangos between pnMhuer atul nltiunUe coiisnrnci* by 
contracts pbued directly with pifidmers. Ihjilish spei ida- 
tion in commodities ojierules in the c^ljer direction, to ijj. 
ciouse velcK'ity of <*irculution of gcK>ds. The estimate 
ventured here is that the tw(» fori-es making foj* decrcasetl 
veUx;ity of tanai latum of goods arc stronger tlinn the otjc 
making for inc-reas^xl velocitv, and that on bainnee llu* 
decreased velocity ofTscls ihe'inc-rea'^ed vcdnrne of gofxis. 
We will go on the udmiHoilly large assn nipt ion (hat tlie 
qnautilv of goods e.x<haiigcd is appi-oxjrrialelv llu* same 
over the perlfMl. Of <‘oni-se the same equation iiml mclliod 
of analysis are available f<jr more exact estitnates of volume 
of transactions wherever nuire data or fx'tlci* i ml anient 
make this possible. 


Op, fiV,, pp. 167 — 170. 
F. 2 
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M — For quantity of money, the notes in circulation 
at the approximate middle of each month as published in 
the Reserve Bank of India statements have been used. 
Rupee notes, rupee coins, and small coins are omitted for 
lack of monthly data. Their volume is very small compar- 
ed with notes in circulation, though their greater 
velocity of circulation causes them to perform a larger 
per cent of the '‘Money Work” than the proportion which 
they constitute of total money supply. Notes in circu- 
lation include notes held in the scheduled banks as their 
cash but exclude notes held in the Banking Department of 
the Reserve Bank. Fisher maintains that neither of these 
should he included in M since they are used for banking 
operations and not for commercial purchases.** The ad- 
justment of notes in circulation for these held in the 
scheduled banks would seldom necessitate a correction of 
over 3%, and the error in their inclusion is in the opposite 
direction to the error involved in the omission of rupee 
notes, rupee coin, and small coin from the quantity of 
money. 

M'— For quantity of deposit currency the demand 
liabilities of the scheduled banks at the approximate 
middle of each month have been used. Fisher includes 
only demnad deposits in his M‘. 

V' — This element is calculated by dividing the month- 
ly bank clearings (as reported for the first four weeks in 
the month and adjusted to the basis of 30 or 31 days) by 
the demand liabilities at the middle of the month, which 
may be taken as a rough average of demand liabilities for 
that month. These data are available from the weekly 
reports of the scheduled banks' consolidated position. 
This method of obtaining V is not strictly correct, since 
average demand liabilities for the month should be divided 
into bank-debits, which include internal clearings within a 
bank as well as clearings between banks. Obviously, a 
cheque which is paid into the same bank upon which it is 
drawn constitute a transaction financed uy deposit cur- 
rency as surely as if the cheque were paid to a depositor 
iu another bank and passed through the clearing house. 
Bank clearings statistics are avail^le to us, while bank- 
debits, the American term for internal clearings, 
are not. If internal clearings have changed in Sie 

cit, p. 280. 
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same proportion as external clearings, their omission would 
not change the index numl)er of velocity of circulation of 
deposit currency derived in the manner iiuHcated. 

iSubstitution of valui»s in the equation (o) reveals a 
notable characteristic of the combination of tliew several 
factors for India. The first term in the numerator of the 


right-hand side of the equation dominaU‘s the 

equation. The difference between the second term in the 
numerator, (p'xO third term of the 

numerator — ' is never large enough I'olative to tlie 

dcnouiinatoi' of the right-hand side to alU‘r signili- 

cantly the value for Vi, found fi-oru • This means 


that we can determine the 


ratio 


y, 


approximately 



considering only prices, and the quantity of notes in 
circulation, leaving the volume of de|>osit currency and its 
velocity of eirculaiion out of at'WHint. This need not Ixj 
the case everywhere nor in Imlia always. In a situation 
in which the “money work" done by Al' in a iiKiiUli were 
greater than M, the thiixl term in the numerator of the 
equation would Ik' a niiml)er etpial to the multiple liy whicli 
it were greater, rallier than a fra<*tion. as is the <as<* in 
India where pa v menu in cash are so much larger tlian 
payments hv cliecjne. I have eaUailaled the index number 
of veUxdty of c'irciilation of money lM)th taking the vplo<'ity 
of circulation of <le[«»sit currency into account and leaving 
it aside and find that taking it into a^'Tount never clianges 
the indox mimljer of velocity of ci nidation hv as ninch 
as one point on a Imse of August, 1M30*100. Since this 
is much less than the probable error of index num[)erfl 
and the error resulting from the omission in the statisti- 
cal data, the simpler calculation suffu'cs for an approxima- 
tion to variations in the velocity of cirndation of money. 

Even though the velocity ' of circulation of deposit 
currency is not employed in calculating velocity of circula- 
tion of money, it is a valuable measure to complement the 
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measure of variations in velocity of circulation of money. 
It makes possible comparisons between the two. More 
oyer, the general downward movement in the velocity of 
circulation of deposit currency, derived from the ratm of 
monthly clearings to average monthly demand liabilities, 
and independent of our use of price levels and assumptions 
concerning volume of transactions, affords some confirma- 
tion that the results obtained for velocity of cirulation of 
money are at least in the right direction. 

Table II shows : A. Variations in the velocity of 
circulation of money based on wholesale price index; B. 
Variations in the velocity of circulation of money based 
on cost of living index; C Variations In the velocity of 
circulation of deposit currency. 

Table II 

Variations of the Velocity of Circulation of Money and 
of Deposit Currency in India. 

(August 1030^100) 

A. Of mon^y, on Wholesale Prices 



1980 

1940 

1941 

1942 

1948 

Jar. 


98 

80 

70 

a a a 

Feh. 


93 

77 

67 

tea 

Mar. 


90 

76 

62 

e te 

Apr. 


90 

76 

58 


May 


88 

75 

57 


Juno 

• a » 

77 

78 

57 


July 

♦ a a 

78 

86 

58 


Aug. 

100 

77 

89 

65 


Sopt. 

92 

81 

88 

54 


Oct. 

02 

83 

84 

54 


Nov. 

96 

84 

83 

53 


Doc. 

102 

83 

74 

54 



B, Of Money, Based 

ott Cost of JAving 



1930 

1040 

1941 

1942 

1943 

Jan. 


78 

78 

64 

58 

Feb. 

a • • 

76 

71 

58 

52 

Mar. 


75 

77 

56 

50 

Apr. 


74 

74 

52 

62 

May 


74 

73 

51 


June 


71 

72 

54 


July 


75 

76 

53 


Au«. 

Voo 

76 

78 

55 


Be^. 

84 

76 

75 

63 


Oct. 

83 

80 

70 

62 


Nov. 

80 

80 

68 

61 


Dec. 

80 

78 

63 

52 
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C, Of Dr]?Oift( Citrrcfictj* 



103ft 

040 

UJ41 

]ft4? 

Jan. 


100 

116 

103 

Feb 


14ft 

10.5 

104 

Mar 


135 

118 

107 

Apr. 


IIG 

10? 

1.50 

May 


145 

Ill 

77 

•June 


IID 

11? 

70 

July 


Iftft 

116 

73 

A Mg. 

too 


100 

67 

Sept. 

131 

100 

107 

63 

Oct. 

13ft 

00 

103 

70 

Nov. 

Hi 

98 

m 

70 

t)oo. 

16'J 

103 

105 

07 


l!)13 

Sf) 

U 

UJ 

18 


All tlic aevivH fall, Ycl<H'iiv «f in<nioy falls iikhv Uiiui 
velwity of dcjxxsit currency . The Yelo(. iiv <)f JeposiL rur- 
J'oncy J8 cljai'uctei-i.sed by irj-ogular and sc^asonal Unetuulions 
wludi can \k^ explained by the liming of lax iiaviuenU, 
bank holidays, and by the general seasonal eha racier of 
business. Ihc base month, August, 10:5b. ha))|)eiis ir, have 
nad an uncommonly low velwity of circulation of deposit 
currency a fact which makes the index iininbers apiiejir 
niguer than otherwise would have lieen the case. The 
unpact of the war seems to have inereast^d velocity of 
deposit currency for several months, immediatelv after 
oulbn-.k of war. With the -h.vdopmont of hanking in 

n ai. M i>. this ,li,o,aion, 

Uioi gh other foif.-s iiu i.ii-m to Iho war a,i<l the inriva*.' 

in the Kiipjily of nir.iK-y have on«-t it. Taking the entire 

period velm’ity of cireiilaticn of dei^sit enri'enev. like 

&eV.:4“nCdu 


piT monih i$: 
•Tftn. 

Feb. 

Mnr. 

Apr. 

May 
•lime 
July 
Aug. 1 
B€pt. I 
Oct. 1 
Nov. 1 
Deo. 1 


ug. 1-034 
?Pt. U3.')6 
ct. 1-436 
3V. l-48!> 

BO. P671 

Of. eit, p. i68. 


lU»* vvlucUy 

of cirmhlKin 


1-747 

1*202 

1004 

1 443 

1*08.5 

1-080 

1403 

1*220 

M07 

1-506 

1-055 

1-645 

1502 

1 14ft 

•7f»3 

1*272 

I'JOl 

•721 

M22 

1108 

•757 

•088 

M22 

•005 

103? 

MOO 

•653 

•026 

M»60 

•7:'3 

1*010 

1*150 

-819 

1*050 

1*186 

•ftftft 





112 


PAUL GEREN 


III 

We must DOW seek to provide an e^lanation for the 
marked fall in velocity of circulation, first, it should be 
said that there is precedent for such a fall in the 
experience of European countries during the First 
World War. On Bresciana-Turroni’s calculations, velo- 
city of circulation of money in Germany, taking 1913 as 
100. fell to 92 in 1914. 87 in 1916, 01 in 1918 and to 43 in 
June 1919, before it started its rise in the next month. The 
h<appenings in India should not come as a total surprise, 
therefore. 

The decrCiase in velocity of circulation can be explain- 
ed on the hypothesis of an increase in liquidity preference 
from the precautionary motive attended by a decrease in 
the anticipated cost of attaining this liquidity. This 
will now be examined. 

Ill seeking to prove that, after periods of transition 
are completed, changes in the quantity of money cause 
proportionate changes in prices, Irving Fisher took the 
position that velocity of circulation is more or less con- 
stant, and is not changed by changes in the quantity of 
money. He thinks of money chiefly from the viewpoint 
of its work in making exchanges in the prc.sent, and that 
largely independent of the role of expectations. 

Keynes has gone beyond this mechanical view to an 
emphasis on the psycholc^ical motives for holding money. 
Of the three motives which he treats, the transactions 
motive, the precautionary motive, and the speculative 
motive, the precautionary motive seems to be the one 
operating with the strongest force in India at the present. 
It IS true that Keynes looks upon “the amount of money 
required to satisfy the transactions motive and the precau- 
tionary motive . . . as mainly a re.sultant of the general 
activity of the economic .system and of the level of money 
income That is. his view is substantially that of Fisher 
in regard to the holding of money for these purposes- But 


"Velocities of circulation of money and of deposits depend on 
twhnical e^dutons and bear no discoverable relation to the quantity 

. If M is doubled, twice as many dollars « 
before would be expanded, twice as many kept on hand. The ration 

unaffecled-’'"^ tC Purchasing /W ^ 

General Theory, p. 196. 


It 
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he adds the phrase “in normal times”. The precniitionarv 
motive might be allowed by him to play nn niu.sulu 'X ii\ 
such t mes as the present. Whether or not the e'cnlanatioii 

sfd /ss.'Lrjss' “ 

The precautionary motive is described. “ To nrovid.. 
for eont.ngen.ies requiring .sudden expenditure and f r 

"u*'. puri hases. and 

also to hold an asset of whic h the value is fixed in term.s 

of money U. meet a subsecpient lial.ility fixed in terms of 
inonoy iwv fiirtlioj- jufitives foi* holding cash. ' * 

War is an uiiseltling oxperieiKr wen for lumnle wlioso 
only kmnvIiHlgo of it is tlio ncwsfmpor or niiiiaiir The 
aspect of peril causes the people to seek socuritv uiid the 
natural diiectioii of this scarcli in tlu* camoniic realm is 
to hold inoncy. Whut else loiild Ik* tlu* meaning of ilu* 
groat drain of cash from the fmnks and the (rcasnries liv 
the people in India fc»llowing the fall of FraiU'e' Tlu* 
people had not last <'r)n(idenc*e in money, 'J'he la<‘k of (t»n- 
ftdenee was in the ont<-ome of the momentous events rjf 
these times. Uius^rtainly <sim eriiing events will iiit rease 
cash f)alanees and lower veloeilv of < ireijhiti<ni . ITuvr- 
Lainty eom erning the value of nujiiev will det rease easf» 
halaiK'es ajid raist* vehH*ilv. 

Th(* iiolding of rash will U* (he* larger (I) ihe Ii'ss 
huiikilig is developed and tlu* fewer efieap fat i lilies there 
an* fr)i* obtaining cash hiaiis when (lu*y are need(*d, and 
(2) the less expensive it is Ut lioli] eash in terms r»f (he fore- 
going of a letiirn on assets liehl in a form other ifian 
, (loiu'erning (I) it is <'erlalnly tine (hut (lie un- 
familiarity of the general pnhlic- wdifi fia liking faeilllies 
works for largo hoards of money, and that this works will) 
intoiisifieil fnree in war and a lime of inereaserl mom v 
ineome.s. 

It can U* sliown that (2) is also o|H*rativ(* with a sf>o( iai 
foree at the present time. In his exp«Ksition (lie rash 
halanees equatirm Marshall writes (hat the si/e of a cash 
balaiiee is determined by a man's ha laming (he utility 
gained from having ariothm* unit of eiirroiu v at liis (om- 
mand in ready eash with (he utility lost hv im( having 
the asset in <a form which yields an income.'' When the 


Ibid. 

*• AfoMfy, Credit, and Commcrcf. p- 44. 
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role of expectations is introduced and we feature men as 
balancing the expected future advantage of holding cash 
against the expected future disadvantage from not hold- 
ing another type of asset, we see the war and its atten- 
dant circumstances as operating to increase the former 
and decrease the latter, working toward a new equilibrium 
with larger cash balances. Why the uncerUainty of war 
increases the dt'sirability of a larger cash balance we have 
already seen. Let us now see how its circumstances have 
(lecrcasoil anticipated future gain from holding other 
types of assets. 

The chief typos of investment for the Indian masses in 
the villc'iges arc land and the precious metals. The prices of 
both have risen greatly, in most markets by more than the 
rise in the genera! price level. The future of one, the 
precious metals, is highly uncertain. There arc alter- 
native investnionU, government securities in particular, 
hut if the people are unfamiliar with this type of invest- 
ment or have political inhibition.s against using it, we can- 
not treat it as a realistic alternative. Further, the knowl- 
erige that tlic prices of flurahle (‘onsiiniers’ goods are very 
high and the expect utirm that they will iK't permanently 
remain so woiks for the holding of assets in cosh rather 
than in diiralde t-onsuniors* goo<ls. The saying, ‘T will 
wait until after the war to i-eplare this or that" is one 
very often heard. Nothing operates to hold an inflation 
in check, through re<lucing velocity of <drcnlatinn, as does 
the expectatitm that pric-cs will eventually fall. And 
nothing operates to loose inflation, through increasing 
velocity of circulation, as does the fear that they will 
rise indefinitely until stopped only by a change of govern- 
ment. perhaps revolution, and revaluation of money. ' 
Nothing exact can be said on the subject of when this 
change of view comes or what increase in the money 
supply combined with what concatenation of events 
will produce it. The evidenc'C of history seems to be that 
the loss of confidence in a money is not a simple result 
of great increases in its supply, hut is complicated by 
political events. Specifically, it is usually some dramatic 
political event which produces the change of view spoken 
of above and the conseqttent speeding of velocity. Obvious- 
ly there is a close connection between such events and in- 
creases in the supply of money, since the circumstances 
which produce the necessity for long continued increases 
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in the supply of moufv will in lliiio issur in soiuo 
crisis. 

It has already been shown that the lot a I real value <‘1' 
a nation’s money supply is a measure of total real va^li 
l>alances, whose size moves inversely to veU^eity of eiix illa- 
tion. A historical survey of the chanj^^es in l)ie jval 
value of a nation’s money supply during periods of 
inflation affords an insight as to the liming of the elian^e 
from decreasing to increasing velocity. Tlic assiuMials of 
ihc French Revolution period increased rcmglilv lliree-fold 
in nominal value fi-oin the l»cgiimitig of llie lev^dulion until 
lft04 during which time the real value remained a])pi'o\i- 
mately constant; i.e,, inci'oase in ilie supply of money was 
offset by a decrease in ve loci tv.'® Fmin thi-s fxiiiii furl her 
increases in the supply of assignats worked a proiri essive 
decline in their total real value. The note oirculatinn in 
Germany had increased twelve* f(d<l from the outhri'ak of 
the First World War to July. 1010. Yet nntil tlml lime 
velocity had fallen, notwithstanding military defeat. Only 
with the signing of the Treaty of Versa illes'did ( oiifuh'iu e 
weaken and increasing velocity acc-ompanled hy further 
expansion of the note issue send prices into a wild sprial. 
fn Russia the increase in velocity came after a siv-aml 
t wo-thjrds.fold increase in the <jiiantity of monov and ha<i 
as its mm pan ion event the a<lvent <jf the Kerenski govern- 
ment. Austria-TIungary reaper? its inerense in velocity 
of ei?Tulation after a two*and*one*tliird-fohl increase in 
money supply, and }>efore the war Iiad elided. On the 
other hand, Italy, with a six-aml-lwo-tliirds-fohl imTcase 
in note circulation lietwwn 101 J ami 10*21 , France with 
a. foil r-and-one-third* fold iiiereas<‘. Hoi (and willi a 
two-and-one-thirfl-fold inerease, and Switzerland with a 
two-ajnl*ono-thi rd -fohl increase, all pa^jsed (linMigh their 
inflations without any appreeiahle itK irase in tlie veloc ity 
of circulation. That is, pri<‘es hiso bv less limn the in- 
crease in the money supply an«i the real value of the ia)te 
cirenlation rose throughout. 

The conclusion of the matter appears to !»• : An in- 
crea^ in the note circulation is full of great and dangevons 
possibilities. Tf it is not ton extreme an<l if h is iu»t 
i attended by eatastmphic p^dilical events, prices will rise 

For IhU and ihc followinR <‘xampU v vonsuU Bre ach iii-Turroni. 
op. cU., Ch. IV. 

' F. 3 
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by less than the note circulation rises, because velocity of 
circulation falls. However, the longer continued the in- 
crease in note circulation, the more likely there is ^ 
develop the type of political crisis which will unsettle 
confidence, increase velocity, and greatly accelerate the rise 
in prices, sending them above the rise in note circulation. 
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Ph.D. (Lond.), 

Professor of Economics, Annamalai Vnh'ersily. 

In discussions alwut taxation it has lx*OD the practice 
to pUace all emphasis on shifting and incidence of taxes 
and to pay little or no attention to their economic effects.' 
Taxation and expemliture further were discussed in 
isolation, with the result tliat, the effects of raising taxes 
were in no wav iiKMliPied by the manner in whic^ the 
funds so raised were expanded by the Government, lioth 
these tendencies are emfMMl<)ed’ in the “classical tradi- 
tion” and it coloured the outlrxik of subsequent writers 
on public finance. Classical writ(*rs approached prol)- 
Icms of taxation with a view to illustrate the w(»rkiiigs 
of propositions in pure cc<»nomic theory, Marshall, for 
instance, remarks “there is scarcely any oc^momic ])rin' 
ciplo which cannot Ik‘ aptly illustrated by a discussion of 
lh(^ slii fling of the effects of some tax * “f«nwor<r' to- 
wards the ultimate (‘oiisumcr. and away from the producer 
tif raw material and i in piemen U of production or else in 
the ofiposite direction “Imckwards.”* 

The present article attempts to analyse the effect of 
various taxes on effci'tive demand paying particular atten- 
tion to the way in whi< h the resourit's so raised are spent 
by the Government. In the analysis the following as- 
sumptions are nia<le : ('i) wage-earners spend all their 
earnings: in other words, all saving is done by the capi- 
talists, (2;) investment is fixed in the short period; it is 
the result of investment decisions nia<le previously, 
(e) the proceeds of the tax arc utilised by the Government 
(or the iHjncfit of the unemployed, say. for the payment of 

* Kxccplion*; nn*: fr) "The Finance of Bnli^h Covernmciu,” hv 
Ursula K. Hicks; (j7) "Commodity, IncwiK: and Capital Taxaiifin,’ by 
Kaiccki. Bconomic Journal. 1937. 

• Marshall r " Ofiici.al Papers ” : Memorandum on the Classifica- 
tion and Incidence of Imperial and lx*cal Taxes, p. 340. 
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the dole or for public works. Our aim is thus to analyse 
the effect of various taxes during a cyclical depression. 

We investigate the effects of three categories of 
taxes: (1) consumption tax, (2) income-tax and (3) capital 
tax. 

(1) Ta<c on Consumption goods. 

Let us first take into consideration the effect of a tax 
on consumption g(»ds, consumed predominately fay the 
wage-earners. The fii'st effect of the tax is to raise the 
marginal cost curve by the full amount of the tax. Thus 
marginal cost curve mc\ is shifted upwards to mci by 
pqh the amount of the tax.® The workers are now so 
much poorer hy the rise in the pric-e of the commodity on 
account of the tax. Their real wages are reduc'ed. 

What is the effect on output or employment? The 
amount sold is now likely to be reduced, but, since the 
government spends the procewls of the tax for the benefit 
of the unemployed, the consumption of the unemployed 
will be increased hy an equivalent amount. Thus due to 
state expenditure the marginal revenue curve mvx is 
shifted U> the right by the .same distance a.s the marginal 
cost curve (wr:V Hence there is no change in output or 
employment. The output om remains the same after the 
imposition of the tax. The effect of the consumption tax 
is thus seen to he a tran.sfor of purchasing power from 
wage-earners to the unemployed. It exerts no effect on 
production or employment 

There is. however, a further effect according as demand 
is elastic or inelastic for the taxed com modi tv. Tf 
demand is clastic, the change in price ratio as between 
commodities on acccount of the tax will lead to a re- 
arrangement of expenditure. The new combination of 
commodities which the individual pujTha*»es might re- 
present an ‘inferior choice’ for, he had hitherto refrain- 
ed from buying such a combination though it was within 
his power to do so. The imposition of* the tax might 


* con be rcprcscnled on ihc Y-axis and output on the X- 

^is- Tnc marginal cost curve mcy. is drawn horizontal to the X-axis. 
The rnargi^l revenue curve mr„ as usual, slopes downw.irds from left 
to ngnt. The m.irginal cost curve is drawn horizontally because of 
the existence of “excess-capacity” during depression. It is constant 
up to capacity output and b^ins to rise only after this point has been 
reached. 
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therefore entail a loss of satisfaction to the consumer 
over and above the money income taken from liim by 
taxation. This is the “excess burden*' of indirect 
taxation.** 

If demand is inelastic (and the majority of commo- 
dities consumed by the poor are relatively inelasti<’) the 
consumer may continue to buy the same amount of tlie 
commodity even though the price has risen. Thus, given 
the level of his income, the consumer •will h<ave less to 
spend on other things. The “price -distort ion*’ on ac- 
count of the tax leads to a rearrangement of ex|>cn(iiture. 
If the same amount had been taken from him by way of 
an income-tax, relative prices would have remained un- 
changed and the consumer's distribution of expenditure 
on different commodities would have reflect^^d more truly 
his own preferences.* Thus as Professor Hicks points 
out* “apart from distributional effects, a tax on commo- 
dities lavs a neater burden on consumers than nn income- 
tax." 


2. Incom-tax. 

Unlike consumption-tax, income-tax does not form 
part of prime cost, but falls on gross profits. The effect 
of income-tax is to lower the gross receipts or the gross 
profits curve. 

Diaicmm I 



♦See " The Excess Burden of Indirect Taxation,” by M. F. W. 
Joseph in the Review of Economic Studies, June, 1939 * 

• Prof. Hotelling in his article ” The General Welfare in relation 
to Problems of Taxation and Railway and Utthiy Rates {LconO’ 
fnetrxco, July 1939) shows how the imposition of a toll causes some 
people to waste time and money in going round by longer but cheaper 
ways and prevents others Iron going. 

• J. R. Hicks, Vaiue end Capitol, page 41. 
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Output is represented on the *X-axis* and gross 
profits on the ‘Y-axis/ For the output OM the gross 
receipt is reduced fi'om MGi to MG«. How does it affect 
output? Corresponding to the gross receipt curve we 
have the marginal revenue curve. 


Diam<n II 



As a result of the tax. the marginal revenue curve 
swings from A i to As and its intersection with the margi- 
nal cost curve is shifted to the left. Hence output is 
reduced from Xi to Xt. Hut this is not the final situation. 
We have to enquire what happens to effective demand. 
Effective demand will increase us a result of state expen- 
diture and the inciTascd sales resulting therefrom will, 
says Dr. Kalecki/ shift the marginal revenue curve back 
to its original nosition Ax. Here Dr. Kalecki fails to take 
into account the time lag in the collection of the tax and 
its expenditure. An interval of time usually has to 
elapse before the tax -proceeds acx^rue to the State and 
before the effects of State expenditure become visible. 
Thus the marginal revenue curve will lie within two limits 
as represented by the dotted line in our diagram (No. TI 
above). 

This time lag can. however, be overcome if the State 
borrows on short-term in anticipation of the yield of the 
Ux. The loan could be paid off when the tax receipts come 
in the hands of the Government. 

Next, we turn to the effect of income-tax on the rate 
of interest and on the marginal efficiency of capital. In- 

’ “ Commodity, Income and Capital Taxation/' Economic Joumol, 
1937 « 
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come- tax has a tendency to raise the rate of interest for it 
reduces the net income of lenders. Interest being the 
reward for parting with liquidity, the reduction of that 
reward in consequence of the tax will strengthen the 
liquidity motive. Thus given the quantity of money, the 
rate of interest is likely to be raised. In the new situa- 
tion it is the gross rate of interest which is raised ; the net 
rate of interest remains unchanged . 

If OM (on the X-axis) represents the quantity of 
money and ri (on the Y-axis) the rate of interest correspond- 
ing to the liquidity preference curve I-i (sloping down 
from left to tight), tne reduction in net income on ac- 
count of the tax will shift the liquidity preference curve 
to the right from Li to L*. The differeuc'C l)etwecn ri and 
n represents the amount taken by the Goveinmcnt bv in- 
come-tax. 

The above analysis of the effect of income-tax on the 
rate of interest must not be taken to mean that im media te- 
Iv following the enhancement of the rate of income-tax by 
the Chancellor of the Exchequer there is a rise in money 
rates. What usually takes place is that the enhanced 
rate of income-tax is accompanied by a fall in the prices 
of certain Stock Exchange securities and a fall in the 
prices of securities is equivalent to a rise in the rate of 
interest- A further influence might l)e exerted on the rate 
of interest if the capitalists on account of enhanced taxa- 
tion choose to send their capital abroad. But in a coun- 
try where incomes from overseas are also taxed, the export 
of capital will -tiot be of any significance. 

What happens to the marginal efficiency of capital ? 
Let us first take the case of an individual Investor. He 
will usually distribute his investments among different 
assets according to their risk and rates of return. The 
effect of income-tax is to reduce the rate of return on what- 
ever stock an individual purchases. But the incidence is 
greater in the case of equities than in the case of fixed 
interest bearing securities. In times of depression 
when the yield on equities is very low. an increase in the 
rate of income-tax reduces the margin which the mdivi- 
dual normally requires for bearing industrial risks, ine 
individual may consider that the risk is no longer worth 
taking. 

Similarly in the case of an entrepreneur planning 
investment. An intrepreneur tries to maximize the dir- 
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fer'ence between the prospective rate of profit and the 
rale of interest he has to pay and the allowance for risk 
which he has to make. Since the raising of income-tax 
narrows thisS clilTerential. the inducement to invest is 
weakened. A progressive income-tax discourages more 
particularly the risky type of investment since if such an 
investment is successful the State takes a larger share than 
it would take on the smaller but more certain income from 
a safer investment. An entrepreneur weighing this 
factor may well play for safety. 

But this is by no means the final situation, Since 
the government spends the proceeds of the tax, sales in- 
crease and hence gross profits will increase by the amount 
of the tux. The entrepreneurs are now no worse off in 
the new situation; they are making the same net profits 
as lx‘fore. Thus there will be no change in private in- 
vestment if net profits alone are considered. Dr. Kalecki 
argues that investment will be stimulated if entrepreneurs 
expe<’t the same net profits in the future. 

Dr. Kalceki evidently ignores the announcement 
effeel of the tax. If the entrepreneurs do not realize that 
the. tax will lead to greater sales and imagine that gross 
income will remain unaffected, they will curtail invest- 
ment. There is also to be taken into account the irra- 
tional fear of the businessman that there will be increased 
taxation in the future. This may not he a logical re- 
action because of the beneficial effects of State expenditure. 
But logic probably has comparatively little to do with the 
psychology of businessmen faced with an increase in in- 
come-tax. Thus the immediate effect will be a moderate 
reduction in private investment. 

3, Cfifitnt inx. 

The tax is to be levied on the value of all capital. 
The question arises as to how the market value is to be 
determined or what is the rate of discount for finding 
market values of net future income t Let us denote this 
by P- If P is kept constant, then all capital values fall 
as a capital tax is levied or as net incomes are reduced. 
If the capital value of a security yielding Rs. 5/ - per annum 
is Rs- 100 and if Rs. 2/- is taken by the State as capital 
tax, the net income from the security is Rs. 3/-. The 
value of the security will now fall decidedly below 
Rs. 100/-. Dr. Kalecki assumes that the rate of dis- 
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count P falls by the amount of the tax as not 
mcomos are miuced so that capital value reiuains 
unchanged. 

Dr. Kalecki evident Iv combi ne.s the tax un capital 
with a tax on money ile|)osils. This d(>cs not discri- 
minate between dilTcivnt forms in which capital is heb). 
But it does discriminate Ix'tweeii future coiisum[)tion and 
present consumption. It is ivally a tax on future con- 
sumption. This kind of tax might bo go id in ‘old* 
countries suffering from a lack of pmjHMisitv to consume, 
hut it will have a deterrent effect in new C'^uiutries in the 
early stages of industrialization. 

The tax Mng predominantly on land aiul other fixcil 
capital, it will fall on the rich alone an<l unlike income- 
tax does not fall on salary -earuei's and other jirofessicmal 
people except in so far as they are rentiers. The 
rentiers might be tempted to iherenst* their present 
consumption and thereby sell some of tlie wcurities. The 
rate of interest is thus likely to Ik* raised by the rentiers 
unloading their securities. This may not be of much im- 
portame because the proportion of rentiers to other Jiu-m- 
ners of the community is small. Again, periple may not 
have sufficient cash to pay the tax. Hence they will sell 
securities or landed property . This will tend to <[oi)ress 
their values. Moieovcr, being a tax on money, it may 
lead to some cancellation of credit. 

What is the effect of the lax on private investment? 
Unlike income-tax it does not inci-ease the advantage of 
holding ca.sh over bonds or other securities; neither does 
it discriminate lietween safe and risky investments. 
Moreover, gross lereipts will increase as a result of 
government expenditure; hut net income will remain 
constant. Will it inei'ease private investment? Accord- 
ing to Dr. Kalecki investment increases fj'om Ii to T» bm 
the X-axis) liecause of («> the lieneficial effects of State 
expenditure and (h) the capitalists being induced to buy 
securities in order to have some income out of which to 
pay the tax; thus stimulating capital outlay. Represent, 
ing investment on the X-axis and rate of interest on the 
Y-axis, the marginal efficiency curve met (sloping <Iown 
from left to right) is shifted to the right to me, as a 
result of government expenditure and the capitalists 
buying of securities. Investment thus increases from !• 
to Ij. 
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Dr. Kalecki assumes that the expenditure of the 
capitalists remains unchanged- This is true only of the 
very short period. We have seen that the first effect of 
the tax is to increase the expenditure of the rentiers. More- 
over account must also be taken of the fear of the capi- 
talists that the tax might be i-epeated. The expectation 
that there might be higher taxation in the future will 
produce a discouraging effect on private investment which 
the l)cneficial effects of State expenditure might fail to 
offset entirely. 

Against the background of the above theoretical dis- 
cussion it will be useful to examine briefly the taxation 
policy of governments during the last depression. In the 
financial strain of the depression, governments placed 
more stress on yield rather than economic effects. Thus 
increasing reliance on turnover and consumption -taxes 
l>ecame common" and it served to increase the regressive- 
ness of the tax system by pressing heavily on lower income 
groups. Consumption taxes by raising the prices of 
consumption goods reduce consumer spending and the 
effect of government expenditure of the funds at first is 
onlv to make up the deficiency.” We have seen that such 
taxes have no effci't in stimulating output or employment 
and consequently are to l>e condemned on economic grounds. 

In some countries recourse was had to increased 
taxation of in<‘omea. In the United Kingdom income-tax 
is the 'flexible* element in the tax svstem, that is to say, 
it will be the first to l>o lookwl to when increased revenue 
is sought ami likewise one which is decreased when less 
revenue is to be raised- Increase in the rate of income-tax 
hv reducing profits pi*oduces a discouraging effect on 

a 

% 
s 

the increase in sales due to the expenditure by the State 
of the proceeds of income-tax. 

There wOvS, however, no instance of bold new ideas of 
taxation except in Sweden where the Swedish Govern- 

• For e.g.. in the United Slates on consumption and turnover 
increased from 13.6^ of the total tax revenue in 1929 to 49.6% in 

(Vide IVorld Economic Survey, 1933-34.) 

* In so far as the capitalists spend a larger total amount on con- 
sumption in the attempt to maintain their customary standard of life, 
the stimulating effect of Government spending is not completely neu- 
tralized. 


pital outlay: but any such effect must he ephemeral 
c’a\iso the reduction in profits will he largely offset by 
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ment imposed heavy death duties, the receipts from which 
were set off a^iiist the capital cost of the public works 
programnie. Political or psychological considerations 
particularly among the property owning class weighed 
with the Governments in not resorting to a capital tax in 
any case. But. for financing State expenditure and 
thereby stimulating the volume of employment there is 
much to be said for a capital tax. The objections against 
such taxation are largely political and administrative. 


THE REPRESENTATIVE FIRM AND ITS PLACE 
IN THE STUDY OF DYNAMIC ECONOMICS 

BY 

J. K. Mehta, 

VnivevsUy of Allahabad. 

The word equilibrium is best defined as indicating a 
state in which there is no tendency either to expansion or 
contraction of production. Thus, equilibrium of a firm 
would mean that state in which it tends neither to expand 
nor to contract its output, while the expression equili- 
brium of an industry would indicate that state in which 
there is no tendency for its output lo increase or de- 
crease.' Under certain given conditions this meaning of 
the word equilibrium may express itself in conditions 
other than the negation of expansion or (contraction of 
output, For instance, when individual firms are in 
equilibrium the condition of equilibrium for an industry, 
namely, that its output should not tend to change, 
resolves itself into the amdition that there should 
bo no entry of new firms into or exist of old 
firm from the industry. Hut when the firms are not in 
equilibrium mere absence of entry into or exit out of the 
industry does not ensure equilibrium of industry. The 
condition that output should not tend to change may 
again Iw expressed in terms of relationship between price 
and cost. ThusS, equilibrium of a firm is defined by the 
equality of price and marginal cost of pi'oduction of the 
firm,'^ whereas the equilibrium of the industry is defined 

* As Pigou says, “Thus, even when the conditions of demand 
are constant and output of an industry as a whole is correspondingly 
constant, the output of many individual 6nns will not be constant. The 
industry as a whole wiM be in a stale of e<|ui librium ; the tendency to 
expand and contract on the pari of the individual firm will cancel out; 
but it is certain that many individual firms will not themselves be in 
equilibrium and possibly that none will be. Economics of IVclfare, 
Appendix III. 

* When price equals marginal cost (he firm is In equilibrium. This 
is a more particular application of the general theorem that equilibrium 
Is defined by the equality of marginal cost and marginal revenue. The 
situation does not signify absence of profit or loss. It signifies, rather, 
the state of development in which chances of maximising profits or 
minimising losses are fully exploited. Marginal cost, it may be noted, 



THE UEPUEStNTATIVE HUM 


1*27 


by the equality of prlw and average lost of ))roil\K‘Uon. 
The coiuiition for hrin's equilibrium is that Uiere sluiuld 
be no further possibility of making proht ov reilmiiig 
loss, while that for industry's equilibrium is that llu*iv 
should be no profit nor loss. 

At this stage a dilhcailty arises. If all the firms aio 
in the same position then they either all make ))ro(its or 
all make losses or all make neither loss nor ) unfit, Jn 
such a case there is some sense in saying that the equili- 
brium of an industry can express itself in the ecpiality of 
price and average cost. When however all the firms are 
not in the same position the word average lOst loses its 
definiteness, ¥ov, average cost would tljen difi'er fr<»m 
firm to firm though not the marginal c'ost. When indi- 
vidual firms are in equilibrium in such a way that tlieij 
average costs are also equal to price, no dilfieully is felt: 
for, then the average costs of all firms are equal. In all 
other cases when the firms’ marginal c-osts only and not the 
average costs are equal to price what do we mean hy say- 
ing that industry’s equilibrium is defini*d by equality of 
price and average c^ost? In fact it miglit even he douiiLcd 
whether in such a case the equality oi price and average 
coat, even if that had a definite meaning, could he regard- 
ed as a siirficicnt condition of equilibrium of industry. It 
is best, therefore, to relegate ihe relnliondup Inawoen 
price and cost to the background ar»l always adhere to the 
most fundamental condition of equilibrium, riz., that the 
output should show no tendency either to increase or de- 
crease. 

An industry, then, i.s said to l»e in equilibrium when 
its output shows no tendency to expand or contract. And 
it shows no such tendency under one of the following con- 
ditions : 

(1) When the individual firms are in equilibrium 
and there is no tendency for new 'firms to 
enter or old firms to exit from the industry.* 

necessarily means marginal price cost of protluchrm. Thcrt- an*, as 
Is indicated in the text later, short p<*rio<I an<l long piricMl m.irgiiuil 
costs, The former is marginal to the short fK'ri<Kl average co^l an<l 
the latter to the iong pcrio<l average cost. The long p<Ti<Hl average 
cost curve is geometrically the locus of the optimum p<jini on the short 
period curve. 

•These are two conditions. It docs not mean that when individual 
firms are in equilibrium there will be no tendency for the number of 
firms to increase or decrease. 
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(2) When the individual firms are not in equilibrium 

but the tendency of some firms to expand 
and of others to contract just counterbalance 
each other* and there is no increase or de- 
crease in the number of firms. 

(3) When the individual firms are not in equilibrium 

but the tendency on the part of some to ex- 
pand a ml some to contract are just balanced 
and when the exit of some firms is balanced 
l>y the entry of new firms. 

In no other case can the industry l)e in equilibrium. 
I.et us now see under what circumstances will each of the 
above conditions of e<|uilil)riiim be satisfied. 

Individual firms are in equilibrium when their mar- 
ginal costs are equal to price. They are in equilibrium in 
the sense that the possibility of maximising profit is 
fully exploited. There is no entry into or exit out of the 
industry liy firms when, (a) all the firms in the industry 
have tlieir average cost equal to price or (6) when, in 
spite of tlic fa<'t that the price and average costs of in- 
dividual firms arc n<Jt equal, that is, in spite of the fact 
tlmt muw ol the firms may Ik‘ making profits and others 
running at a loss, those wlio arc losing cnntiniu' in the hone 
of U'tter times and outsiders are ml tempted into the 
industry by the profits of some. Such a case is imagin- 
able. tor. the prospective entrant into the industry is 
not normnllv so optimistic as to lie attracted to the indus- 
try which has {•oncerns both pi-ofit-making and loss-incur* 
ring. Optimism and |)e8simism are evenly balanced when 
entrepreneurs think that the proliability of making 
profits like some existing firms is more or less evenly 
matched by the probability of incurring a loss. And 
such a view an entrepreneur will take either when re- 
gardless of the real comlition of the industry he somehow 
thinks that chances of profits and losses are evenly balanc- 
ed or when in reality such a balance exists and the know- 
ledge on the part of the prospe<‘tive entrant is correct, 
Lastly, we have to note that entry of firms into in- 
dustry is balanced by exit out of it when in the first place, 
at least some firms are running at a loss and do not wish 
to continue in the hope of better times and some new 
firms are entering the industry attracted by the profits of 
some firms in the belief, correct or incorrect, that the 
general condition of the industry indicates greater prob- 
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ability of profits than of Josses and, in the second place, 
when such exit and entry of firms balance each other. 

We thus see that in many cases the |XJssihility of tlie 
industry being in equilibrium exists and that tlie pos- 
sibility* is not a mere theoretical ^wssihility but a very 
practical one. 

In all conditions other than those mentioned aUw the 
industry is out of equilibrium. But whenever it is out 
of equilibrium forces operate to take it towards tlie posi- 
tion of equilibrium. Let us therefore study the forces 
that are responsible for such a tendemy to equilibrium. 

We know that a firm adjusts its output so ns to equate 
its marginal cost to price. When the fijins have ha<l 
time to bring about such adjustments they find themselves 
in the position of equilibrium. But unless all the lirms 
are of equal efTicienoy enjoying internal ami external 
economies in the same measure, some firms' average cost 
will be alx)ve and some firms’ below the priee. Some firjus 
will he making a loss an<l s^>me profit. Those who are 
making profits will neither produce more nor loss in the 
short period at any rate; for they have reached the short 
period optimum output- Those who are making loss 
will either discontinue production or stick to their posi- 
tion in the hone of return of l>eUcr times. When those 
who wish to (liscontiniie have vacated the field the indus- 
try is left with firms who are making profits and those 
who are suffering losses hut are hopeful of earning profits 
in the future. T,et us see what it is that is likely to make 
such firms hopeful. There are ihi'ce reasons for their 
optimism : 

(1) They may think that the times ai-e abnormal and 
with the speedy return of normal ileniand and supply 
conditions they would be able to babinec their accounts. 

(2) Secondly, they may not have had sufficient time 
to put their concerns on a sound l)asis. In other words, 
they might still be in a proces.s of reaching the optimum 
size, so that they know that the losses would soon, or in 
a reasonable period of time, disappear.^ 

^ This differs from the first reason. In the fir^l case losses are 
due- to some unexpected change in demand or in ihe price.s of factors of 
production employed. Tn the second, they arc due to the fact lhal. 
though the demand and supply condilions have Wn properly anti- 
cipated, the firm has not had sufficient time to a<ljust its economy to 
the conditions of the industry'. 
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(0) And lastly, firms may continue to operate at a 
loss when they think that the discontinuation of produc- 
tion and investment of realised c«apital elsewhere would 
be a greater loss. 

Thus for three reasons losing concerns may be found 
in the industry. In other words, at any particular time 
we may find tfiat the price may be alwve the average cost 
of some fir JUS and Mow that of others while it may be 
that it is jii.st equal to the average cost of some one or 
more hi ms. The lendencit^s then in operation are the 
following : 

(1) Some of those who are making profits neither 
produce more nor less as they have reached the m^timum 
output. ('2) Some of those who are making profits may 
Ik* exjianding if tlicv have not reached the optimum. In 
both the alxivc cases the short period marginal costs equal 
the price, (3) Some of those who make pi'ofits may be 
contracting due to the fact that they have passed k^yond 
the optimum size. (4) Some of those that are making 
losses will he leaving the industry. (5) Some losing con- 
<'erns will continue producing the same amount in the 
hope of better times. (6) Some losing conc'crns will pro- 
duce more if they have not reached their optimum and 
(7) some losing concerns will produce less if they have 
passed bevond the optimum. 

On the whole therefore the output may be contract- 
ing or expanding from within the industry. If as a * 
result of these varying tendencies the industry is as a whole 
contracting from within there is not likely to be any 
inflow of fresh resources in it. That is, the number of 
firms is not likely to increase. In the real world of 
course anything might happen. But arguing on the basis 
that what is most likely to happen will happen, we may say 
that the number of firms in the industry will expand 
when there is a tendency to expansion from within the 
industry. And this tendency is thei'e when the forces that 
cause some firms to expand production are stronger than 
those that cause other firms to contract production or 
cea-se production. 

Now. if when the industry tends to expand from 
within there is a firm that also tends to expand in a 
similar manner, let it be called the representative firm. 
Likewise, when the industry tends to contract let the re- 
presentative firm be the firm that also tends to contract in 
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the SAine manner. We shall now argue on the su|)posi- 
tioii, first, that such a repi*esentative lirm cxisu. Wo 
can then translate the foregoing propositions in ilic 
following words. When the rt‘ presen tative firm leinls in 
contract no new firms enter the industry. When the re- 
presentative firm tends to expand new firms ciiloi* ilie 
industry. 

When new firms enter the industry the price falls and 
it does so because the output increases. The increase of 
output is due to expansion from within and without. As 
the price falls the tendency on the part of firms to expand 
becomes weaker. In other words the representative lirm 
shows a weaker tendency to expand. As resources enn- 
tinue*to flow the price continues to fall and with it ilu* 
tendency of the representative firm to expand gets weaker 
and weaker. A position of stability is reache<l wlion the 
representative firm shows no further tendency to expaml. 
That happens when the price becomes equal to the avcj age 
cost of the representative firm. 

When, however, the representative firm shows a ten- 
dency to contract no firms enter the industry. The coiiLrnc- 
*tion from within causes the price to rise and thus weakens 
the tendency on the part of the representative firm to con- 
tract. Ultimately, a stage is reached when the represen- 
tative firm tends neither to contract nor to expand. And 
that is again the stage when the price is just equal to the 
average cost of the representative firm. 

Thus, the price moves either upwards or downward's 
till it conies to equal the average cost of the representative 
firm. Of course, the average cost of the representative 
firm itself changes and the representative firm loo changes 
or may change. But the proposition still stnn<la that the 
price is continually tending to reach the represenlativo 
firm’s average cost. 

We may, therefore, say that the price is influenced 
and determined by the expansion and contraction of the 
industry’s output- And such expansion or contraction is 
determined by the expansion or contraction of (he re- 
presentative firm. And again, the expansion and contrac- 
tion of the representative firm is determined bv the fact 
whether its average cost is below or above the pH (t?. Tt is, 
therefore, possible to say that the average cost of the le- 
presentative firm determines the price. This dws not, 
however, contradict the more fundamental proposition that 
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price is (letoni lined by Supply ansi Demand, nor the more 
[nirlicuiar proposition that it is the price that settles which 
shall the representative firm. After all we cannot say 
that since the representative firm is determined by the 
price, therefore, the price is determined by price itself. 

The same argument can be worded in a difierent way. 
I f demand is taken to fixed, prk'e is determined by cost. 
Cost is then the independent variable and price the depen- 
dent f>i)e- It is. however, not the cost of any individual 
(inn that can lie regarded as the independent variable in 
every sense. For. the jirice is a given fixed quantity from 
llie point of view of an individual firm, in so far as con- 
ditions of c-omi^otitlon prevail. Hence price is determin- 
o<l liy avejage (s)si referred to the industry rather than to 
any finn. Since each firm has a different average cost 
there is no identity l>etweeh the average cost referred to 
the ijiihislrv and the average tost referred to an indivi- 
dual firm. It is po.ssilile. however, to find such an identity 
betwi'cn tlie cost of the industry and that of the repre- 
sentative firm. 

U remains now to see to what extent our reasoning 
needs modification in the light of the fact that the repre- 
scTifative firm which can exist may not actually exist. 
’Wlieti such a firm does not exist, it is impossible to find 
anv iri entity be* tween the cost of the industry and that of 
a firm. We are thus prevented from arguing in terms of 
a firm. Yet, if we must predicate our statements of a 
firm we can still speak of the representative firm, and 
understand hy it not any particular firm but only use it 
ns a smnll-scvTle picture of an industry. 

Marshall speaks of the representative firm as actually 
existing. It is a firm that has its average share of internal 
and externnl economies.® It is one that is neither too 
and therefore immature nor too old and tottering. 
Nor has it any special advantages over other firms in re- 


® Thus, MarshalJ says, *' And a representative firm is that parti- 
cular sort of average firm, at which we need to look in order to see how 
far the economies, iHtemat and external, of productiort on a large scale 
have extended generally in the industry and country in <]uestion. We 
cannot see this by looking at one or two firm taken at random ; but 
we can sec it fairly well by reflecting, after a broad survey, a firm, 
whether in private or Joint-stock management (or better still, more than 
one), that represents, to the best of our judgment, this particular 
average. PrlncxpUs of Economies, Eighth Edition, p. 318. 
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gard to situation or gtwdwill. It is, i hero fore, a linii 
which is not likely to have the tendency to e\[>aiid \\heii 
the inciustrv is on the whole tending to contract. Nor is 
it likely to show ii tondeney to (xuilracT wlicii the ger eval 
tendency of the industry is to expand, Maisliall s con- 
ception of the representative firm is, tlierefore, ojie llial 
would necessitate no change in our arguments if it were 
substituted for the repi'esentative firm as de lined by U'-. 
The only differeiuo is that whereas we understand hv sik li 
a firm cine that shows the tendency to expand or cNnUracl 
with the industry in the same manner. Marshal) ilcdincs it 
as one that has its normal share of the economies and is 
normally placed in 1‘egard to situation and fUher fai iors 
that influence the cost of production. Marshall does not 
feel it necessary to point out the fact that when sue li a re 
presen tntive does not exist we can still have it a useful 
conception for purposes of wording onr principles in 
terms of a firm which is n less hochpoc'h cum opt llnni 
industry.** 

In all those cases in which an industry is (oniposc<l 
of a large number of firms the probability of a i cpivsonla- 
tive firm actually existing l)cconies olwious. 

When we consider the effects of an invent i<m on llic 
<‘0.st of productinn of n (om modi tv the alme theory stands 
in need of restatement though not a railit'al change. An 
invention ha.s the clTcct of bringing down tlie t.f 

production. It often nm'ssifnltN considerable clnnge-' 
in the general organisation and an enlnruetnenl of tlie sciiK* 
of production. All the firms in the indusiry or at any 
rate those who are not making sufficient profit or are run- 
ning at a loss find it necessary, therefore, to effc< t siudi 
changes. If a large number of significant firms <lecido to 
incorporate the invention and thus expand their scale we 
may say that the industry shows a tendency to expansion 


* Marshall picUircs lh« representative firm a« a lypreal "hviU 

on a scale to which actual firms tend to approxnuate . - - 1 hai 
conception is appropriate to actual conditions is well shown Ip' Hie 
studies of the sizc.s of a number of actual bu<ine«os carruKl oui in iOT 4 
by Sir Sydney Chapman and Mr. Ashton." Their conclusion vva'^. 
"Generally speaking, there would seem to exist in mdiisiry or hranclu x 
of industries, of adequate size, under ^ven sets of codition-;. a lypi^d 
or representative magnitude to which businesses tend lo prow ... As 
there is a normal size and form for a man. so. bill less markedly an 
tHere normal sizes and forms of businesses." Piffou. Bcovovi^cs of 
Welfare, Appendix 111. 
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from withio. The representative firm would then be the 
one that is also expanding in like manner. Its cost of 
production or its ex|)ected cost of production would be the 
normal cost. The influx of new producers in the industry 
can then be taken to be governed by calculations incorporat- 
ing the cost of the representative firm. But when most 
of the firms in the industry do not find it possible to re- 
organise themselves so as to be able to take advantage of 
the invention and therefore either discontinue produc- 
tion or cut down their output, the industry shows 
a tendency to contraction from within. The representa- 
tive firm then conies to one that is itself contracting. 
And yet there will be an influx of producers from without. 
The chances of such a thing happening are however rare. 
Yet, if we do not want to ignore such a possibility, how- 
ever remote, we should uiidei'stand by representative firm 
the firm iliAt shows the same tendency to expand or contract 
as tile industry, without limiting the expansion or con- 
traction to changes from within the industry. When, 
however, the (‘oncept of the repi'csentative firm is thus 
widened it ceases, we should note, to have much practical 
utility. We feel, however, that it serves on the whole a 
useful purpose in enabling us to apply the technique of 
static equilibrium analysis to problems of the real world. 

A word may now be said aliout Pigou’s equilibrium 
firm. His conc^ept of equilibrium firm differs from mr 
concept of the represwmtative firm in this respec t that 
whereas the e(|ui librium firm is ncc(*ssarily in equilibrium 
the l•ep^csenlative firm is not. There is a representative 
in every case, t.e., whether the industry is in equilibrium 
or not. When, however, the industry' is in equilibrium 
in any of the ways which we have described above, the re- 
presentative firm coincides with Pigoii’s equilibrium firm. 
The two concepts of the representative firm and the 
equilibrium firm are alike in the respect that they Ixah 
represent the condition of the industry as a whole. 'When 
the industry is in equilibrium price equals the marginal 
as well as the average cost of the equilibrium and the re- 
presentative firm. 
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This article proceeds on the assumption ilmi iliero is 
a state of continuous disequilibrium in the c^ost -price re- 
lationship in sections of our agriculture. This as.sum|)tioii 
is based on the following considerations. The long f)cricnl 
trend of agricultural prices on the world market has liecn 
generally downward, due mainly to the opening of new 
agricultural areas, the application of nnuhinory and 
improved methods of cultivation resulting in larger yields 
per acre and the application to agriculture of modern 
methods of business organisation and market iiig. In 
India, on the contrary, the methods of cultivation and llie 
crop yields in general have more or less remained sta- 
tionary. This means that productivity per fneiar unit is 
improving in the progressive countries, while in fairs 
either there is no change or it has lieeri a ehang<‘ for ihe 
worse in this respect. Further, the increast^ ’in the d<‘. 
inand for agricultural staples has not kept )nu*c with Hie 
increase in the area under cultivation taking the worhl’s 
agricultural regions as a whole; and this has reinforcefi 
the downward trend of agricultural prices. As agaiiHt 
these international fatJtors, in our country, the growth nf 
population, the deterioration in the quality and the in- 
crease in the quantity of cattle, the re< klcss growth of sub- 
division and fragmentation, the universal prevalence of 
disproportionate burdens on the agricultural classes in the 
shape of rent, revenue and interest rates, the general ab- 
sence of modern practices in its business and marketing 
aspects have contributed to the raising of agricultural 
costs — a tendency which is the reverse of what is notice<f 
in agriculture of the progressive type. Thus, Indian 
agriculture finds itself to-day between the Scylla and 
Chary bdis falling prices and a rising cost structure. 
It seems necessary that any attempt at improving agri- 
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culture must take this disequilibrium as the starting 
point. 

The oxistenc*e of disequilibrium may also be inferred 
from the other fact of the presence of a deficit economy in 
Indian agriculture. The absence of a business view to- 
wards agriculture enables many an agriculturist in this 
country to carry on, season after season, with the cultiva- 
tion of lands which are not worth cultivating. This is also 
rendered necessary oj' (x^ssible in some cases by the absence 
of alternative employment, the low wage rates, the pres- 
8111*0 of population, etc. From all this the inference may 
be drawn that a sec^tion of our agriculture is extra- 
marginal and lies beyond the economic margin of culti- 
vation. It is, indeed, relevant to the point that under 
the prc.scnt highly inflated price levels, there is practical- 
ly tile same area under cultivation as there was during the 
dcprci-sion years! It is even possible that due to the 
f>rcssnro f)f population the cultivators try to make up the 
deficiencies by increasing the area under crops even though 
the price situation may not warrant it — such an apparent- 
ly alKurcl phenomenonT)eing not strange in agriculture. A 
Statistical study made by the I>eague of Nations during 
the Inst <lcpre 8 sion i-cvealed that during those years in 
several of the agricultural countries the area under 
<*ullivation actually increased with a fall in prices, the 
fanners trying to compensate for a fall in value by the 
itu'i onse in quantity ! In a similar way, it is probable that 
in this country in normal times theiv are lands undn* 
('ultieation which, strictly speaking, arc extra-marginal. 
How imich of r>ur agriculture is of this character is per- 
haps difficult to assess even in a rough way. This is 
necessarily a matter for investigation based on • patient 
researches relating to agricultural cosU and prices in 
different areas and for different crops.* But the fact 
that such cultivation is there, is perhaps easy to assert; 
and one might infer from this that there are two margins 
of (ultivation — the economic margin and the actual 
margin which, in our country, lies a little further than 
the economic margin. 

• The kind of work done by the Gokhale Institute in its “Survey 
of Wai Taluka” is a pathbreakin^ effort in this direcUon and more 
work of this kind has to be done before any general isatioifs of a quanti- 
tative nature could be attempted. ^ 
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As regards this extra-marginal eiiUivnlinn what is 
perhaps of greater iniixirtam-e to realisi* is that the si/e 
of this extra-marginal euhivation is not a uni'll ant hat 
variable quantity. Aci*es which are \vc»rlh (ulti\aiing at 
one time may cease to be so when the price levels gt) <!nwii. 
Thus the area under extra-niarginai cultivation varies 
with changes in the pric‘e level in an inverse way, Tlu* 
total area under cultivation I'ernaining the saino, nn in- 
crease in price reduces the exti a -marginal area and r/ v' 
eerea. There are thus, always, certain lands wliich alter- 
nately become supra-mavginal. marginal or e\ ha-marginal 
according to the prevailing price level. During times of 
depression the extra -marginal “belt'* h<v(mies wider; a ml 
in that proportion the burdens on the agrii ulhirisl— rent, 
revenue and intei-ost charges. — Isccorne Ijcavier and < rcat'* 
a deficit budget. These ho meets hy l>or rowing; ami “erm- 
tinues to bo in business*’ by thus integrating his Itxsos 
with the income of hotter periods. Wliero, Imwever. tiu 
land is for long periods or permanent I v below the no 
nomic margin, continued lion-owing lon<ls to tlio alienation 
of land and brings about the grov/lh of landless lahonreis 
on the one side and on the other concentration of land in 
tile hands of moneylenders or the owners of supra-margi* 
nal lands. The latter, tnkin t good and had lands together. 
<‘au continue to cultivate them, although with (?eprwe<l 
average income per ari-e; while the IhxIv of dispossessed 
labour finds emloyment at depressed wage rales. Jf thi'' 
is true, it implies that in agriculture unlike in inchistiy, 
price fliietuation.s tend to produce fluctuations in income 
rather than in the volume of employment or the volume of 
production (area under cultivation). The.se income fluctiia 
tirins are reflected in the changes in the volume of indeht 
ednesH at the margin; and it may not he cnoneous in 
suggest that changes in the extent of extra-mnnrinal cul- 
tivation and thei'efore of the <!egre<‘ of diseqnilihricjm in 
agriculture may be roughly assumed to l)e proportionate 
to changes in the volume of indehte^lness at the martrin. 
In other words, if we assume that for a given area under 
cultivation a certain volume of indebtedness is Appropriate 
under conditions of equilibrium, the degree of increase in 
agricultural indebtedness over and above this volume, 
brought about as a result of fall in prices is proportional 
to the area of the extra-marginal “belt*': or the extent of 
disequilibrium is reflected hy the increase in agri<iilturAl 
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indebtedness. Of course, changing prices not only in- 
fluence the nature of indebtedness but also that of wages, 
rents, etc., l)ut the change in the volume of indebtedness 
offers the true index of the extent of disequilibrium 
fiecause it I'cprest'nts the net situation taking the position 
of ices and ecKsts into account. 

If this analysis of our agricultural problem in the 
light of the principles of equilibrium theory has any 
siibsianco, it seems to warrant a further tentative infer- 
ence lliat ngricullural indebtedness beyond a certain limit, 
correspninls in an agricultural economy to what the 
problem of nneinployment is in an industrial economy. 
Hot) I these are intimately related to the problems of tne 
f)rice level, (he trade cycle, the rate of interest, the nature 
of and (in an agricultural economy) (he nature of 

vents. In (hnt case the analysis of the problems peculiar 
to our agriculture- that of the semi-permanent extra- 
ma roil in I cult ivnt Ion. rack-renting, fluctuating incomes 
and agricultural indebtedness — might be helped consider- 
a Illy liy the recc*nt advances in the theory of the trade 
cycle and the allied aspects of economic theory worked out 
with rc'f ercTK'e to the problem of unemployment in the 
mainly imlusirial countries, In our country, we possess 
a good number of studies of our agricultural economy of 
a ))nrelv de.scnptive character but we have no knowledge 
worth the name wneemlng the nature of the cost-price 
relatinn.ship in agriculture, of the extent of extra-marginal 
• ultivation wliich is undoubtedly there, of the character 
fd the relationship between the rate of interest and the 
fluctuations of inve.stment in agriculture, of the nature of 
the relationship, if anv, between this investment and the 
level of waues: of the character and extent of exploitation 
of lalvinr f»v rjther agents due both to its excessive supply 
anil the presencT of inii>erfect competition, etc. Patient 
rosea nil a long these lines is a necessary preliminary to 
anv intelligent planning of our post-war agriculture. 

Rut it is equally (i*ue that while researh continues to 
he carried on the problems of agriculture cannot wait and 
there must be a plan of some kind for agricultural reeon- 
st ruction. If the hvpotbesis of a state of continued dis- 
equilibrium is accepted, then it becomes necessary to plan 
for a reduction in the costs of our agriculture. This is 
peeessary because a control of prices has its limitations 
and in any case it could not offer a permanent solution 
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even supposing that sojiio kind of a closed system I )o conies 
practicable- What tJion are the di rations in which 
attempts might be made to bring about a lowering of the 
costs of agriculture i 

To start willi costs ctainecteil with the factor laiuh 
there are two important as|KH.ts to it — tenancy, and 
(&) land je venue- As regsinls tenancy prc^bloms much 
spade- woi'k had l>een done in tlie proviiitvs umler I lie 
Congress governments. But what has Invn done is a 
very small contribution towards wlmt needs to b<‘ done- 
pa rticularly, if we take into account the zemindari areas 
and the native States wheie conditions are still neaicr 
the feudal economy than any comparable models even in 
British India- It is also worthy of notiee that while the 
injustice of an excessive rate of in ter set has attracted 
considerable popular attention, the injustice ami exploita- 
tion involved in rack-renting has scarcely exc ited ilu* 
imagination of the legislator and tlie publicist in jiropor- 
tion to its importaiK-c. Tenancy reforms are urgent uut 
only because of their use in rectifying distributive in- 
justices and increasing the shai'e of national dividend ot 
the poorer agricultural classes but also from the more 
fundamental aspect of its healthy and encouraging in- 
fluence on the volume of agricultural pixxluction itsclf- 
In the post-war period, therefore, if it is desirable to step 
up agricultural production and reduce the cost per factor 
unit, progressive tenancy reforms more or less along uni- 
form lines in all areas seems to be a necessary prere- 
quisite. 

Consider similarly the question of land revemie. It 
may not he strictly speaking an ilem of cost. Also au 
authoritative statistical investigation has yet to lie made 
regarding its }x*ariiig on agricultural production and dis- 
tribution. Yet. it would not be too wide off the mark, 
perhaps, if it is asserted that by its encouragement to 
absentee landlorcFlsm, particularly in the zemindari areas, 
by its lack of progression in the rate of assessment, hy 
having, in ryotwari areas, periods of assessment which 
are too long and by not having any minimum revenue- free 
limit, has exa^erated the tendency to mali^stnbu- 
tion and has not encouraged agricultural erfciency. 
In the case of land revenue reform, as in tenancy 
reforms, there is much to be said in favour of reforms 
based on uniform principles for all the country 
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varintions in detail. A low land revenue assessment com- 
bined with an agricultural income-tax designed to intro- 
duce the principle of progression is necessary not only in 
the interests of fiscal justice but as an aid to productive 
ciricicncv. If such a reform were undertaken, it may be 
«als(> <lesirab!e to introduce the principle of differential 
assessment iKJth ns nn aid to the introduction of the 
principle of |>ri»grcssion ; but moix* than that as an expe- 
dient in any si heinc of crop planning which may be 
undertaken. This niav l>o done by having a comparative- 
ly low assessment in the ease of crops the cultivation of 
which needs to Ik‘ stimulated and a fairly high one where 
cultivation iu‘eds to l>e discouraged. Possibilities in this 
dij'oetion shouhl he investigated. 

As a part of the plan for mincing agricultural costs 
it is necessary, too, to give at lent ion to the problems of 
<|uantity and <|nnlity of |>opuIation. It is essential that 
there should }h‘ a |K>pulaliou liolicy a ml for the introdm - 
ti(Hi of measures dcsiginvl to improve its efricieiny. 

But one of the knottiest prohlein.s of which much 
rmu'c analysis is neeessarv is that of agricultural credit 
ami its peculiar characteristics. Some obvious defects of 
the agricultural < redit position at present arc a rate of 
interest which is seemingly far in excess of the rate of yield 
in agriculture, and an absence of co-ordination between 
rural finance nn<l the rest of the money market- What 
needs analysis is the fa<’t that .some recent attempts to 
lnw('r the rate of inteirst for rural <’redit by legislation 
have residtrd in re's! ri cling cre<lit even when such rates 
have f)een fixed well alK>ve (he pivvaiHng market rate. 
T\\U has })eeii particularly nolimi in ^^adrasS, the rural 
•leht legislation there Ix'ing a little more rigfirous than 
elsewhere. This Indicates again that the charges for 
risk, incidental to agricultural credit, are fairly high, 
necessitating a higher rate of interest. Apart from risks 
due to the vagaries of the monsoon, efc., which make 
agricultural financing more than normallv risky, the fact 
of abnormal rates could l>e explained on the hypothesis of 
extra-marginal cultivation. Financing this extra-margi- 
nal section of agriculture not only renders the money- 
lending business more than usually risky but involves some 
definite losses in interest and some times even of prin- 
cipal. These losses have to be made good on the whole 
and this the moneylender seeks to do by levying higher rates 
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of iiUeiest on tht* more prosperous seel ions of ngricultuve. 
In this eonneetioii it is hnrdly j)Ossible lo resist a tempta- 
tion to suggest that j>ossibly in the ease of lliesi* extra- 
marginal lands (as even in other sections of Indian agri- 
culture) marginal productivity has little jvlation to the 
rate of interest paid, biH,*ause, an average agrieiiltm ist is 
hardly business-minded ; and proceeds not hy the critei iu 
of balancing costs and prices hut by that of keeping liis 
land under the plough- lie lels himstdf thus lo he i barg- 
ed with a higher interest even as nmlor the pressure of 
population he lets himself to be raek-reuieil. JUit from 
the moneylender’s |)oint of view it is neeessiirv to com- 
pensate himself for the losses on the logins to the extra- 
marginal section. This indicates at the same time tlie 
complicated character of our agricultural credit and the 
difficulty of integrating agricultural cretlit with the 
general money market. Some sections of our agriculture 
are not credit worthy and yet they are kept in cultivaticm 
only through n system of credit which compensates itself 
by charging too heavy rates of inUuvst paid by agri<'ul- 
turists without a fine sense of business calculation. It is 
a technique of business unknown in other branduw of 
industry and which can possibly l)eKt functiem only along 
its traaitioual tines. 

licgarding rural < rodit, there foiv, mailing seems to 
f>e so essential ns to realise that cheap crtilil is not ilu* one 
blessing that the agriculturist is in need of. The general 
aim shouhl he to make credit jestrictive and should he 
designed to eliminate Ixu’rowings not warranted hy the 
rate of productivity. The trouhle nt present seems to bo 
that capital values of land do not seem to bo governed so 
much by their income-yielding capacity — the preference for 
investment in land Ixiing there for whatever reasons it 
might be. Tf the right of the creditor to alienate land 
for non-p«ayment of debts is wmpletely eliminated it might 
l>e possible to establish a relationship l}Otween the income 
value and the borrowings by the agriculturist.' Finally, 
as regards attempts made to integrate the indigenous 
banker (the rural banker) with the rest of the jnoney 
market, it seems necessary to realise clearly that either 
we plan to run agriculture on business lines and integrate 
it with the rest of the money market; or continue to keep 
large sections of it as at present as part of the subsistence 
economy with all the traits of vagueness which prevail at 
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prcsi'iit. But until agriculture becomes a regualr farm 
business attempts to link up the traditional agricultural 
finance agencies with the modern businesses may only result 
in disorganising monetary conditions to the cfi sad vantage 
of both. It is no use. therefore, looking too wistfully to 
tlie Agricultural Credit Department of the Reserve Bank 
of India foi* solutions in this diitction, For, if agricul- 
ture is to l>e transformed into a regular business it in- 
volves the elimination of the extra-marginal belt 5 this in 
turn means the elimination of such “employment” for 
rural lalxiur that this section of our agriculture provides. 
This can conveniently l)e done only when alternative oc- 
cupations arc plannc<l for the alworption of our agricul- 
tural population. Here the question of agricultural policy 
naturally gets mixed up with the whole question of oc- 
cu]>atiohal ])lanning and industrial and other develop- 
ments. It seems, indeed, to lx» true that the problem of 
agricidtural indebtedness U <-o -ex tensive with the whole 
pro))lem of Indian Economy. 

As part of the problem of agricultural cost it is also 
neccssaiy to consider the <|U(‘stioTi c»f agricultural Of|ni|>- 
tiient. At present there is Uxi niii<*h of capital atui (no 
inanv hea«ls of «'altle rawing largely !•> tin* [uwalencc of 
Kiil)-(li visimi, 1 'fds <*apilal is hot <inly exirssivc )>ut its 
une<‘onornie ehnra<ler arises from its low (pialitv. As an 
itcmi in agricultural its <‘(»iitrihn(i<iii to the pre.sent 

(‘ost level must 1 h* considerable. Its reduction involves 
improvement and nvulernisation of eciuipment in cattle 
and imfdenients. The inlmdiietioii of machinery, dcsir- 
able on grounds of economy, is rendered difficnlt on ac- 
count of the cheap lalxiur available in sa<'h quantities. 
Thit as a means of lowering ngriiailtural <'ast 8 , soon<‘r or 
later it may 1 h‘ necessary for us to compromise with the 
machine in agriculture as we find it necessary to do in in- 
dustry. The question, therefore, seems to be not, whether 
we should employ machinery in agriculture, hiif the more 
pertinent one — whether there is a method whic'h would 
secure for Indian agriculture the advantages of the use 
of machinery without the evils of excessive unemploy- 
ment which the ust* of machinery neec*ssarily involves. 
For, it must be re<x>gnised clearly that we can have the 
present level of employment only with the present standards 
of living. If this has to be raised we must take to the 
machine at least to the extent to which the use of machi- 
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llu' 


uery results in a clear iiuavasc* in f>roihutiviiv. 
question naturally leads to the eoiisiiI«*i'ati(>ii of 
pix^bleiii of organisation. 

The adoption of imvhaiusution in agriiullure would 
be practieable only with a rimdainonlal diango in the forms 
of organisation. .lust as the txiowlli c»f new fnims ol 


|)ni- 


business organisation Imve niile;rshiHl new for<'es 
ductiou and enahleil large volumes of husinoss to be 
transacted, so also the evolving of new Idriiis of ixgarusa- 
tion in agriculture is an essential c-oiulition for its furl her 
progress. The introcluelion of many of ilie desiralile 
reforms is rendered diflienlt in tliis country on antunu of 
individualistic nature of our agriciiitnral eioihHiiy. 
We must necessarily evolve by eonsdons Diannitnr a svsiem 


111 llmL indeed 


01 co-operative or collective fanning 
seems to He the hope for rationalising our agriniUnral 
economy without involving scu iiuis prol^lems of unemploy- 
ment and pauperisation \vhich othei wis<‘ would rear tlieii 
head m uglier forms. We may try to laekle llie imliv idiial 
agricultural problems separately fait iliese would remain 
enective until some variety of coIIch'I ivisattoii is not 
^ibout. We will have to ehcKisc* lietween imlivi- 
agncnitiiral prosper! I v. For, rmlv rluKe 

n? liniV." -'‘•“■'V -■‘■•IIH- si.jill.laiKc li. 
pios xrity which have ro-o|)eiative or colloclivist iigi ii iil- 
tuial or'ganisntions. " 

details concerning lids and otlier 
agncuiturnl pr-oblems is of course an urgent nccessitv; 

agriculture should bec-ome a constant (‘oncern Ivith of 
the government ami the universities. The ngrieiillui ist 
nrlrtf V!® ignorant even of the fact that thciv 

to solve and the dilhciilty and respon.KihjIity 
otners for its r^eorganlsation is consequently more, 
toscajoh must l)e directe<l more and more to the ccom)mi<* 
problems of agriculture. Resciirches into the piohlems 
t production technique may be useful f)ut prohlem.s of 
e^noniy are no less important for the pr'oblems of pr’o<l ac- 
tion are circumscribed within the limits of supply ami 
uemand and cost and price. Production research which 
takes no account of these problems may be good as .nn ex- 
ercise in pure science but it will possess little practical 
value. A specialised institution devoted to researches in 
agricultural economy seems to be an urgent necessity and 
<f It could work hand in hand with the Imperial Council 
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of Agricultural Research it may he able to turn out ex- 
cellent results. In the post-war period, if not even im- 
mediately, a ministry of agriculture to organise agricul- 
ture and to plan it more or less on an all-India basis seems 
to be a crying newssity. 



NOTES AND MEMORANDA 
India's Trade with U. S. S. R. 

The U.S.S.R. occupies quile an unimportant place 
in the list of nations with which India maintains trade 
relations. Attempts have no doubt been made to improve 
India’s trade with a number of non-Empire countries. 
But any effort in this direction in the ease of U.S.S.R. is 
conspicuous by absence. Despite this the Indo-Russiau 
Trade has been vising steadily over the last deeade, though 
its volume is still small by comparison with India's trade 
with other countries. ^viet Union is so vast and so 
remote, not of course geographically, tliat abundant 
Ignorance prevails in India with regard to trade poten- 
tialities of U.S.S.R. Commercial informations are very 
inadequate. Hardly any comments are made in the Gov- 
emment publications on India's trade with Soviet Union, 
Only bare statistics are available. 

1029-80 1930-31 1981-32 a032-S3 1033-34 

1^8- TU. Re. Rs. Rs. 

Imports ... 1,98,58,103 23.97^578 2,79,823581,96,59,313 1,(13.83.332 
Exports ... 57,66,589 74,87,515 66,90,675 37.63,665 8,06,362 

1934-35 1035-96 1986-37 3937-38 1938-39 
Importe ... 1,. 56, 72,462 1,6 1,03,437 1,25.73,099 72,52,729 20.03,719 
Exports ... 8^2,229 35,22,170 42,56,168 56,41.358 37.7(^,718 

The above table has been compiled out of figures 
^li^ted from “Annual Statement of the Sea Borne 
Trade of British India.’’ It should be noted that figures 
tn the above table as well as those that will be taken into 
consideration later on are based on values as actually 
recorded in the periods stated and do not take any *ac- 
l^nt either of the changes in the a^regate values or of 
the variations in the volume of trade consequent on the 
iterations in the price- level. Another point that should 
^ borne in mind is that here we are only concerned with 
British India. An examination of the table shows that 
throughout oar imports from Soviet Union exceed our 
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exports to that omntry snvc the year 1938-30. The diver- 
gen re I H' twee 1 1 the volume of ex{X)rts and Uiat of imports 
li;is eojilhmed to k‘ marked till the year 1930-37. Since 
1 937 -3s. it I»as narrowed down and ultimately the balance 
trade inriis in onr favour in tlte sid)sequont year. The 
vo) nine of iiu)xjrt8 (eiuls to diminish since the year 1030-31, 
Uie peak -year. This tendency is slightly interrupted hy 
a small rise in the ycai* l03o-3(). The total imports fall 
as low as Hs. 1:0.93,719, in tlie \ear 193S-39. The export 
liguros indieale sharp lluelnations frojii veai* to year. The 
yeai’ 1930-3] ^eems to Ik‘ tlu* |H‘ak year lioth for oxpoi ts and 
imports. The lowest (ignre for exports is locatcil in the 


rear 1933-34. 


Imports into India from Soviet ITiion ai*e distrilmt- 
i*d over a large variety of items of whi<‘h more Important 
ari' Ke nisi lie. 1Va t'hesls. W<khI and timber prod nets and 
some eluaaical suhsiamvs. ('liemical preparations iiu’hule 
sodium irtmpoinids and ilveing ami tanning su])stanees. 
Ill I93*j 33 we impinted stnlium comfxnunls valued at 
l<s. Since then, the v<»lnme imports of this 

<'oniinodily has <‘on traded till the year l93.V3<l, Since 
liial (im<\ llicri* has In’cn a slight iin|H'<u'emeiil , for 

1937 3^ iK'itig I\s. 42,090. We importe<i dyeing ami 
tanning sulistances worth al)out l^s. 1,52, ir)3 and 
Its. 09,503, in the year I937-3R and 1038-39 respectively. 
We have importe<l Kejx>sine oil in g<io(I amount. Our 
largest quota Is ixxorded in the year 1030-31 valued at 
l?s. 2.42.04.030. Sini'e then onr pnr< bases of Kcrosine 
ni) have <rmtracled the I<fwest figure Hs. 09,19,374 being 
recorded in I lie vear 1937 3"^. Hesi<ie Kerosiiie we have 


imf»>rted fr<mi time to time some amount of fuel nif, 
niesel oil, ami IVtrolenm ihingeroiis Hashing below 70®F 
i Helm ling petrol l>en/ene and i»en7.i»l. In recrmt years, 
import figures fr»r wihxI and timlHU' products show some 
improvement --Ks. 1.23.805 in 1938-30. On the other 
hand, imports of tea chests have tended to fall. We have 
made pur< bases of machinery and mill work on a very 
small scale fi'om 1930-31 to 1933-34. From time to time 
wc have imported paper and paste board, seeds and beet 
sugar. Since 1934-35, we are importing provisions and oil 
man stores- the latest figure for 1938-39 being Hs. 9,787. 
In 1938-39. we have imf)Orle<i manures and Raw Cotton 
valued at Rs. 7,79.673 and Rs. 15,371 respectively. 

The principal items of India’s exports to Soviet 
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Union are Jute (Raw and manufactured). Tea. Textiles, 
Rice, etc. 



1929-30 

1930-31 

1931-32 

1932-33 

1033-34 

. Jute 

Bs. 

Rs. 

Rs. 

Rs. 

Rs. 

Raw 

1,65,982 

4,00,500 

5,26,423 

18,879 

53,592 

Msuuf ac- 
tured. 

4,27,459 

8,24,276 

30,33,558 

16,09,683 

2.6?,122 


1934-35 

1935-36 

1936-37 

1937-38 

1938-39 

Raw 

4,88,082 

27,61.201 

28,42,512 

60,50.‘.'07 

34.G0.<i2n 

Manuf a c- 
turea. 

3,13,200 

3.600 


6,275 

... 


The above table indicates that while the position of 
raw jute has improved in recent yeai-s, the export of 
jute manufactures is characterised bya shar)) fall. This 
IS perhaps due to remarkable industrial development of 
U .b,»S.R, 




1929-80 

1930-31 

1931-32 

193 '-33 

1033-34 



Es. 

Ra. 

Ra. 

Rs. 

Rs. 

BlAck 

Tea 

43.19,121 

60,?4.027 

25,41,184 

16,51,140 

3,61,778 



1984-35 

1935-36 

1936-37 

1937-38 

103H-S9 

Black 

Tea 

20,174 

7,51,319 

13,32,950 

5.81,750 

49,51.5 


The highest export figure is recorded in the year 
1930*31. Since then our export quota has tended to fall 
interrupted by a slight rise in the years 1936-30 and 
1936-37. Suitable steps may be taken to improve our 
export quota to Soviet Union. To a gj'ent extent the 
sharp fall in the exports of lea to Soviet Union is due t(* 
the India Tea Control Act, 1033, whereby exports of tea 
by sea have been restricted. We have from time to time 
exported cotton twists and yarn, rice, seeds, spices, etc. 
In 1938-39 we have exported shellac valued at 
He. 1,42,503. . . , . 

The general feature of the Indo-Soviet trade is that 
^ total figures and figures for different items are sub- 
ject to sharp fluctuations. It is often found that export 
or import of a particular commodity has continued tor 
some time and then comes to a standstill. Any transac- 
tion in that commodity may come to an end for good or 
may revire after a lapse of a long period. Such marked 
P. 7 
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irregularities are noticeable in many cases and are cer- 
tainly due to absence of any regular trade contact 
between India and U.S.S.R. 

Since the outbreak of war significant changes have 
taken place in the nature and direction of India’s foreign 
trade. Freedom from exchange restrictions within the 
sterling area naturally fostered the growth of empire trade. 
C'onse<niontlv <luring the early part of the war volume of 
oiu trade with Soviet I’nion dwindled to a negligible 
quantity. Since the Oernian invasion of Russia there 
luis ])een an appreciable improvement- But as transac- 
lions arc mostly effected through U.K.C.C. on Govern- 
jueiit account* correct statistics are not available. How- 
c'vcM' the volume of transactions can l)e guaged from the 
following observations of the Chairman of the U.K.C.C. 
— “It is not possible to give details of actual tonnages but 
the scope of business done in India for Russia was indi- 
cated by the fact that one recent order was for eleven 
million gunny bags.“ Jute rope, gunny bags, cotton can- 
vas. hides, shellac, tea, groundnuts, tr>bar<:o, anrl graphite 
arc the main articles cx|)orted through U.K.C.C. 

Although there is a tendency to develop new indus- 
tries in Soviet Union in order to avoid the need to im- 
port the corresponding articles from abn)ad, (his does not 
mean an attempt to abolish foreign trade altogether. 
There are certain artieles as for example tea which the 
Soviet l*nion will always have to import. The Soviet 
State has the monopoly of foreign trade. It has the 
fullest control over what is exported and imported. This 
is vital to (he carrying out of anv planned system of 
production and distribution and capital devebjpment. 
Tliat being the case, it is easier to carry on commercial 
negotiations with the Soviet Oovernmenl. For not only 
it has (he fullest knowledge of its own needs, the Govern- 
ment is not hampered in its task by the large mass of 
private enterprises and vested interests. In recent years, 
the Soviet Government has concluded commercial agree- 
ments with a number of countries including Great 
Britain. There is no reason why the Government of 
India should not establish a machinery to bring 
about a direct contact with Russia. India's trade has 
suffered In the past largely on account of the lack of trade 
representatives in other countries. It is only in recent 
years that trade missions have been set up in some ooun- 
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tries. It would be of particular advantage to India to 
conclude special treaties, with neighbouring countries like 
U.S.S.R. and China. Geography alone points to a more 
mtimate economic relationship between India and Soviet 
Union. 

Calcutta Ritendra Nath Sen Ghpta, M.A. 


Economics of Stakhanovism 

Though it is about ten years that what is called the 
, fc»takhanovite movement" has been started in Russia to 
improve production, or rather the per capita production, 
It Js surprising that it has not yet received sufficient at- 
«ntion from either the economists or the manufacturers. 

y aim in this short paper is to discuss the economic 
aspects of this movement. 

off This movement is a part of the great production drive 
attempted in Russia after the Revolution, In a way it 
e workers contribution to the success of the various 
plans to increase wealth in that country. Incidentally it 

all those sceptics that prophesied that 
workers in Russia would not have any incentive to work 
as they have in a capitalistic country. It is a movement 
narted by a Russian worker called Stakhanov, a mine- 
orKer m Ukraine, with a view to increase production 
fkf Before we go into the details of 

IS scheme, let us study the theoretical aspects of im- 
proving p^duction per head. Now it can be increased 
generally in three ways, namely, 

(fl) by the labourer putting forth some moj-e 
effort or working for some more time, 

(&) by increasing the capital available per head, 

(c) by introducing a better system of production, 
t.^., by organising labour and introducing 
a better technique of production and cor- 
rect division of labour. 

The Stakhanov movement is based on the third way. 
It does not mean that production should not be based on 
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I he former two but that they also ai'e introduced and that 
there are obvious limitations to them and also some de- 
fects. For instance, the first on which the capitalistic 
[)rodu( tion depends much, presupposes that the worker is 
not ali'cady pulling forth his best. In this system the 
limit comes loo soon for the worker gets tired soon and 
(liminishing returns come into operation. The second 
method, ill which also the capital istc system believes 
mmh, prcsupfioscs the availability of more capital to be 
sii|)[>]ied lo tlie I a 1 m Hirer; otherwise unemployment would 
result as it is actually si*eii to-day. 

Stakhanov ism believes in the third way and begins 
where the other two end. To all those who believe that 
more physical effort alone can result in greater production, 
Smetanin, a follower of Stakhanov, says, “Many people 
think that increased production of i.al)our can l)e obtain- 
ed only at the tMjst of physical strain. Nothing can l)c 
more mistaken, I.al»onr productivity can lie increased 
only by a perfect mastery of tochnitpie," Here is wliat 
Stakhanov himself says. “To extract 100 tons of coal and 
more per six hour shift iloes not call for an exceptional 
efToii. .\!1 tli;it is needed i.s to organ iw the work proper- 
ly/* 

J.cl us see wlial it is. It is a movement for making 
some iTiiiovalions in the nietli<K)s of production so that 
(plant ily produced within the snrne time and with the same 
energy and lalKHir would increase by simplv increasing 
the division of lalxair and |K‘rfecting it. Here is what 
StakliniiMV has done at the friiiioi^ mine in the Ukraine : 

lie has simply s<*pa rated the prrH'csses of coal cutting 
and iiroppiiig of ihe workings whi<*h olwiate the need for 
each hewer to cliangi* fref|iirntlv from one operation to 
another anil enahletl the picks and the mechanical drills 
to he (ontinoously iilili.sed throughout the shift. Pre- 
viously the hewer had done only two and a half to three 
lrHii'< of actual hewing the ix'st of (he time being spent on 
lirnpping. This hafipened mi two shifts, the third being 
a re[>air shift; the result was that the pneumatic drills 
were operated only for five or six hours <and were idle for 
the rest of the twenty -four. The new method enabled 
Stakhanov and a team. of timboi-ers working with a mecha- 
nical drill lo obtain a remarkable output of 102 tons in a 
shift of five and three-quarters of an hour and later even 
higher figures. Later the improvement was combined 
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with another, an altered method of working a veitiml 
seam so as to cease the strain on the hewer ami lo enable 
the coal as it was hewn to drop direilly on to the <*onvevni , 
thereby facilitating a more rapid removal of coni from the 
coal-face.^ 

As the above description pioves Stakhanov isni shows 
no new principle except putting into praetiee the ol<l 
theory of the division of labour. But Staklianovism is 
not mere division of laboiii* but more than that: it is ]H*r- 
fected technique of division of labour with the human 
element introduced into it. It is a inovemoiu for ration- 
alising the working methods of technique. In the wonls 
of Ordinikidge, the Commissar for Ileavy (mlusiries, 
“There is nothing strange, nothing lH*wilderirjg in all 
this . , , correct Division of Lalxjur, corrort organisation 
of the work place, correct arrangtunent of the icchnidil 
process — there you have the set 'ret of the Stakhanov move- 
ment.’* The difTerence between this nnd the ordinary 
division of labour, it looks to me, is that this inovemerU 
takes human personality and human element into con- 
sideration— important B^cts rather conspicuous hy their 
absence in the latter, The one criticism against tlie 
division of labour, whatever might ho tlic other advan- 
tages, is that it is mechanical nnd it reduees man to the 
status of mere machinery; labour }>eeomes n part of the 
machinery, the machinery adapts the worker, whereas 
in Stakhanovism the worker retains his ijcrstjualily. 
adapts the ptwess to his genius, capacity and c«inveuienco. 
it is (orreet, jwientifie and humanised division of hdwiuv. 

Again, this is not the same thing as the so-calloil 
scientific managemerit or what we call Taylorism of 
America, though many people have railed it in fac't 
‘Taylorism in Russian clothes' and though to quote 
Maurice Dobb once again, *Tl is true that few of them 
(the methods used) will surprise students of Atncrican 
^^ientific management.’* But here again there is a fun- 
damental different^. The essence of Taylorism is ^h’* 
Rcientific adaptation of the factors of production in<lu<i' 
itig human labour by the managimicnt for hotter produc- 
tion. The ‘time study' and the ‘motion study and the 
vocational and psychological tests, all treat labour on an 


•From Maurice Dohbr Soviet Economy in Pcoee and U^'or. on 
which I depend for some of the factual information- 
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equal par with the other factors of production. Here 
again the human element is forgotten and ignored. Hence 
it is that organised Labour regards Taylorism as ‘speed- 
ing up' process and nothing else. 

Not that 'speeding up* is not the idea behind Stakhano- 
yism. The underlying motive is of course better produc- 
tion, and both Stakhanovism and Scientific Management 
take the scientific and correct division of labour as the 
means to pj‘i)duce more. But the difference is this. Now 
lalxjur <an l>e l)etU*r organised in two ways, viz., by re- 
form thi'ust from above and reform got from the initiative 
ami the inventive genius of the worner from below. The 
latter has many advantages over the former. When re- 
form is thrust from alcove, the worker feels the burden 
of authoj ity as a negation of denuxtracy, feels degradation 
and loses the |M)\ver of initiative. He will have no enthu- 
siasm tt» work the scheme w'hen he has no voice in it and 
bioks at tlie whole thing with suspicion. Now Taylorism 
is based on this principle and that is why it is not enthu- 
siastically w^alcojncd f>v the Labour. Here is the testimony 
of the Federal CVnninission On Industrial Relations (1013) 
on Scientifti* Management: “Neither organi.sed nor 
unoiganised I.alK)ur finds in Scientific Management any 
ade<juate [>rotection to their standards of living, any 
prf>gressive means of industrial education or any oppor- 
tunity for industrial democracy by which Labour may 
('rente for itself a progrejcsively efficient share in efficient 
management. And therefore as unoj'ganised labour is 
totally unetpiipped to work for thew* liuman rights, it 
l)ecomes doubly the duty of organised labour to work 
unceasingly for them, and if necessary to combat an in- 
dustrial development which not only docs not contain cx)n- 
ditions favourable to their growth but. in many respects, 

In hostile soil.*' In short the drawback of Scientific 
Managc‘ment is that it is introduced by the management 
from above without the consent of the worker concerned. 

It is in this essential point that Stakhanovism is differ- 
ent. It is here that one finds an improvement on Taylorism 
— it depends on the initiative of the worker himself, and 
hence it derives all the other advantages. Scientific manage- 
ment is quite suitable for Capitalistic production where 
authority from above is an essential feature of the structure. 
Rut that cannot work in a system where the principle of in- 
dustrial democracy is not only recognised but also put 
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into actual practice. Many people think that because 
there is a political dictatorship in Russia, there is no 
principle of democracy' at all there. But on the other 
hand democracy is practised in Russia to a much greater 
degree than in the democratic countries. From the mili- 
tary to the industry, all people are trained on the principle 
that recognises the personality and his initiative. The 
army, it seems, is trained on the basis of small formations 
“with the fire- power and the brain-power to act indepen- 
dently.” In industry the same principle is followed, the 
individual is made responsible to his job and his initiative 
is trusted. This is wnat makes a job pleasant and differ- 
ent from slavery and hence it is that the worker puts 
forth his enthusiasm and efforts both physical and mental. 
And Stakhanovism is based upon this principle. What 
was novel about it, says Maurice Dobb, is “that it repre- 
sented a movement to rationalise working methods that 
arose from the initiative of individual workers themselves: 
and as such its achievement came as a definite surprise to 
the management of industry. What in other countries 
has generally been devised by functional foremen and 
efficiency engineers often in the teeth of relentless hostility 
from ordinary workers was now being initiated bv workers 
themselves.” “An important difference from Taylorism 
f^ubbard (‘in Soviet Labour and Industry’) 
that Taylorism is imposed from above while Stakhano- 
vism is (officially at least) based on the inventive genius of 
the workman himself.” 

But when compared with Taylorism, it has an obvious 
handicap, though to a certain extent it has been overcome. 
Stakhanovism by relying too much on the initiative of the 
ordinary worker presupposes a degree of intelligence 
rather rare among the ordinary workers even if it is in 
Bussia. That it recjuires an intelligent application of 
intelligent methods is admitted by the followers of the 
movement themselves. For instance, Smetanfo says that 
“In order to work well, you must know your machine well : 

you must know its inner life I did my 1400 pairs, 

as a result of physical strain but solely maintaining 
^ I'hythm and because I made a careful study of each 
operation.” Another Stakhanovite says “if the Stakhanov 
movement is to make progress more intelligent methods 
must be applied .... I have arrived at excellent results 
by abolishing unnecessary movements and that is the 
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whole secret of my work." But how many Stakhanovs 
and Smetanins can we iiud among the ordinary workers 
and what loss otherwise it would he if every misguided 
worker takes it as a mania (as they did in Itussia itself) 
and begins to exjHn iment. Taylorism has the advantage 
that the whole reform is the result of experimentation by 
experts and so it docs not dci>end on the intelligence of 
the woi'kor to exixM'imeiit and initiate. Of course it is 
true that to s<>me extent, in Ihissia. this is overcome by 
niaking other workers c*opy the results and methods 
arrives! at bv other ami more eapahle workers. 

Again w)me of the iniiovalions sei'in too simple for us. 
For instance, in the building lra<le. the Russian bricklayer 
had traditionally pix‘pare<l his own mortov and carried as 
well as laid his own bricks. Now these separate tasks 
wore divided among si^parate members of a team. More- 
over the layout of brick -laying was so altered (by having 
bricks iilaced on a raised plank l)eside the bricklayer, etc., 
that on the average he had to lift each brick only one f(X)t 
instead of more than one yard, and the time expended in 
laying a given Cjuantilv of hri<’ks was reduced to a third 
(*f its previrms iic<‘tnint. Still Siakhnnovism achieved 
iiimh ami it has won ungrudging laurels from even those 
l.co])le that (ailed it a ‘stunt* before. Thus Mr. Hubbard 
who characterised it as ‘a campaign of ballyhoo’ had to 
admit that “it would be a mistake to suppose that the 
Stakhanov movement fias l)een entirely barren m results 
ill improving industrial efhciency". Stalin paying a 
tribuU' to the.se innovators as ‘the simple and moilest 
rieoTiIe without the slightest ambition to ac(iuir(> the 
laurels of national rigures.* claims that this movement 
has succeeded in “smashing anticpiaUyl standard of out- 
put and introducing amendments into the estimated 
capacity of industry and the economic plans prcjiared by 
llu' leaders of industry. “ 


Mnhfiraja' s College ^ 
Parlakimedi. 


K. V. Rao, M A- 
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^ab^d ■ pj, 

boowJd!.,r“’^''“‘-'2’' '" "’<>"»>'* of a considerable miniber nf 

vfn^ 7u\ problems of .he .car in India is mosi 

Ui/ addition to the literature on the subject is bv 

on the warT-^ written an interesting and very inforniaii\’c book 
w^th^thT ei.SL'^®''^ industry and finance. Starting 

fmthor nroe^^Hs*. existing industries on account of the war, the 

haltf beeres^htish^”'^'^ 1^' i>«Iusiries which 

chamers d« "•*'•- '1'^' first two 

cnte^rTses^om, " ^ listing industries and of new 

S?auc^red Ind n e« "’®. f '^'"'^^*0 f^r has been available only in a 
“ he wrf.er £r h™ ' """* » ‘i'^.t of gratitude 

informt. 0^00 ,hJ i".* «"«'ed fonn all the available 

of exc«^Mcitv in c '’** ^"f'rred to the existence 

■ Sr~ Xis-pxS'S.J i 

of various commf>ditr#*« Pf«<m standards of consumption 

existi.;^°fLEt 'for he «tibMsim' t'”'?' 

ful if r^«iiii« ..J.I.I U of new ones. It js doubt- 

industries lhemsflv#*« ,^.achrcv«l by the voluntary aciioii of the 
active the Government must pUy an 

compel linp Part in assisting industries and if necessary m 

rSrin nfjn; ? themselves. The author is howiver 

for ratjonaliaaiion. for weeding out the inefficient and 

i^ient only on a nSmber of de-ccntralized 

Dr«*f*nf «^^***‘ Jams account of what could be done even at the 

forming industrialisation is most In- 

forming and will amply repay perusal. 

3 ^ devoted to small and cottage incheslries wJiilc ihc author 
assistance which they have received from the War 
upplj€8 L^parimcnt, he deplores the lack of attention which has been 
^u*^**^ tor so long. Even today these industries which could have 
P*ay«d a much bigger part in war effort have not been allowed to du 
so on account of lack of organisations an<l provision for research and 
|tammg. The review of foreign trade during the war reveals some 
conclusions. Our imports hstvc suffered relatively morc 
iMn our exports, and the proportion of manufactured go<^s in total 
exports has considerably increased and while their proportion in total 
imports has decreased. How far the Government of Inclia were right 
m Wrmitting so much exports which have been at the expense of 
Indian consumer, already deprived of his essential needs has not been 

I6b 
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examined by Ihc writer, The trends of India’s foreign trade indicate 
two striking fcnliires both of great significance for the future and pro- 
viding ground for optimism. One is that provided our price structure 
is mAiiilnincd in tact, wc need have no fear of the loss of our foreign 
trade : rather the problem in the future will be how much foreign trade 
Nve shoid<l seek to have. The second ts that our foreign trade which 
in the past has been broad based may yet continue to exhibit the sarre 
trend, although necessarily during the war trade with empire countries 
has dofinitoly increased. After a short chapter on our external debt and 
scheme of sterling repatriation which the author has fully endorsed, 
he proceeds to a very interesting survey of the war budgets from 193P 
to TP43. His attitude to taxation is marked by a sense of reality and 
just appreciation of the special position of India, While Mr. Jain 
holds that none of the justification for the Excess Profits Tax found 
in England applies to India as Indian industry bad been in a state of 
stagnation for a long period before the war, he reconciles to it on the 
ground of the ncc<U of the go\*crnment in wartime. Mr. Jain rightly 
criticises the manner in which the Excess Profits Tax is levied but as he 
himself has later rccc^nised, some at least of the defects have since* 
been rectified. 

On the question of inflalion the author takes a definitely eclectic 
view. He is somewhat severe against those who would apply to India 
such phrase as " galloping inflation." " the fatal spiral of runaway 
prices and wages," 'the hydra-headed monster of inflation' and so on, 
as catchwords and doing credit to no one, He believes that to infla- 
tion in India, which of course he docs not deny, all sorts of factors 
have contributed, not the least of which is scarcity of consumers’ goods. 
He also sets a larger store on the volume of hoards in India which 
according to him mitigate the effdets of inflation. On all these natu- 
rally opinions will differ but Mr. Jain has made out a plausible case for 
himself. There is a very interesting account of (he U.P. Scheme of 
1 ‘ood Control and Rationing which will be found to have an applica- 
tion wider than that for which it is intended. In a final chapter on 
' Post-war Reconstruct ion.’ Mr. Jain has selected the problem of in- 
dustrial unemployment for special treatment although that by no 
means is the most important. A prc^raminc of public works, estab- 
lishment of employment exchanges, gradual ness of transition from war 
to peace economy, are some of the suggestions which have been made. 
But in India the other problems of post-war reconstruction transcend 
111 importance that of mere industrial unemployment. The whole futui c 
fd our currency and price policies, problems of planning of agriculture, 
industry and foreign trade, prevention of depression and a host of 
other problems will call for urgent solution. Mr. Jain has also added 
a very illuminating account of how stock exchanges in India stood up 
to the war and hovr on the whole they have shown great vitality in the 
face qf deepening crisis. 

W« heartily commend this very useful volume which gives a 
factual account of India’s war economy in its varied aspects and is 
characterized by a realistic approach to econcwnic problems. 

P. S. LokanathaN. 
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War anp Indian Economy, by Dr. V. K. K. V. Rno, published in 

1943 by Kiubistan, Allahabad. Pp. 27^. Price Rs. 3[J2|-. 

In this brilliant book Dr. Rao studies s<mic economic problems 
created by thtf war in our country. In the very first chapter he has 
made it clear that a study of War Economy cannot be fruitful unless 
full account is taken of the political and social factors and it is this 
broad point of view which pervades the whole book and gives it a 
freshness and v^our. 

Dr. Rao has made many excellent surest ions in this book and 
to t^cn a particularly balanced view as regards the problem of 
inflation/ we may draw the readers* attention to his \'iew that it is 
mistaken to call ^inflation ’ in India as being deficit'hxduccd. Those 
who hold the contrary view imagine 4 hat a huge deficit is concealed in 
the Government of India but^et because the money spent on behalf of 
the British and alHdd governments in India is not shown in the book< 
of the Central Government. There is, however, no justificaiion for 
this view. The author admits that there is “ inriaiion ’* in India but 
he nghtty points out the necessity of maintaining a sense of proponion. 
Dr. Rao comes to the conclusion that a largb number of causes have 
led to ‘inflation* such as expansion in currency, actual shortage of 
comm^ilies, hoarding and a failure of the price control policy, trans- 

K difficulties, spec^ative and psychological influences, among others. 

I not possible to hoist the blame of causing inflation on any one 
single factor taken in isolation. As the author points out the core of the 
problem is the link between the rupee and the sterling. The Reserve 
India is compelled to issue rupees in exchange for sterling. 
This has a two-fold effect. Sterling accumulates to our credit in Great 
Britain and large quantity of rupees is pushed into circulation in 
r j y^ork is done through the agency of (he Government 

of India is immaterial because even if some private organisation was 
set up by the British Government to do woric on its behalf the same 
result would have follow^. If this statutory obligation to exchange 
sterling for rupees is removed from the Reserve Bank, the British 
Government wiU be compelled to find some other method of meeting 
their rupee finance and k might Iw less inflationcry in character if it 
takes the shape either of borrowings 00 behalf of the British Govern' 
ment or of selling in the open market, the private British investments 
in Indian industry. 

It is admitted that the war has incre&sed the income of large sec- 
tions of people but Dr. Rao emphatically points out that "not all the 
cultivators have shared In the benefits of this rise in prices . . . It is 
only the bigger farmers who have gained most from the war-time tom 
in Indian aericuUurd. Even they have not had unquahftrf gams, 
(p. 60.) These remarks of the author deserve to be carefully timed 
by the different provincial governments m our country who Mvv 
decided to introduce agric^lltural income tax, raise the canal and irnga 
tion due, force the culfivator to "save** more- *n»csc n^sures 
of Dr. Rao’s analysis can only have the effect of intensifying economic 
distress and making the situation worse. 

Th^ hnok in written in an easy style. It deserves to be read by 
everybody^terested in keeping himsdf wdl infonned about the most 
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current topics, and it is bound to correct many false notions which 
have found currency in our country in recent months. 

P. C. Jain. 


Tiik Institution At Theory of Economics, by Dr Radha Kamal 

Mukerjeo, MacmilWn & Co., Ltd. Pp. 376. Price los. 6d. 

This volume comprises the Sir Kikabhai Prem Chand Lectures 
which the author doli\'ered at ijie University of Delhi in 1939-40. Its 
aim is to serve “as a contribution towards the reorientation of methods 
and concepts of economics on relativistic and institutional foundations 
and towards a co-operation in the social sciences, which mfg'ht re- 
establish economic theory on the broad, humane path of the early 
masters to which the contemporary trends in ethics and philosophy 
also invite economics.” 

Reviewing the development of economics from the classicists to 
the modern schools, Dr. Mukerji points out that this di Kipline conti- 
nues to move along the lines in which the master founders put it. Its 
method is the old abstractive, neglectivc method. It still takes for 
granted that man is niotivated by self-interest and rationality. It does 
not take into account the ” whole ” social situation. ” The result is 
that theories are developed which arc lexically consistent but which arc 
little basi'd on factural data, since madequalc, unrealistic and even falK 
premises form their stuff." Economics thus becomes more or less 
econometrics. 

This is in great contrast with the recent trends in the basal and 
borderland Kicnccs. like geography, psychology, ethics, biology, etc. 
These have altogether change their outlook. They emphasise the 
pattern rather than the parts. Their attention is focussed on the 
‘whole’ situation. The doctrines of relativity and indeterminateness 
are gaining ground therein and the concepts of absolute laws is being 
given up. 

The change of outlook in these sciences, Dr. Mukerii contends, 
demands a change of outlook in economics so that it mignt come into 
line with them. U is necessitated also by the fact that the economic 
system has undergone a great <lcal of transformation sined the classicists 
wrote. Their social and institutional settings no longer obtain. Mono* 
poly, trade unionism, wage-fixation, protectionism and economic im- 
perialism have invaded the field of free uxchangv, free contract and 
slate non-intervention. Also it has been shown that man does not act 
wholly through rationality and Klf-intcrest but a complexity of impulses 
and urges. What Is conse<|uently wanted now is that the fictions of the 
static economics he abandoned and the diKipline should concern itself 
with the study of the * whole * changed and changing situation. It 
should develop the gestalt or organismic outlook. This, it is true, will 
mean a loss of mathematical exactness, but the loss will, says Dr. 
Mukerji, " be more than compensated by economic insight." 

The ‘ whole ’ situation of Dr. Mukerji, it may be noted, implies 
the whole cultural situation — the pattern of culture as evolved by the 
scolc^ical, economic and institutional setting. Economic activities are but 
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means lo an end — (he end In'inc ihe ivalizalion of lavjj<T cull lire. There 
fore a full underslandhijf of ihosc aclivities can Ik Ivid only if we refer 
them to the socio-cult ural ends gi\*en by (he existing cuUiire. Saj s 
he " The more is economies pi* mica led by the notions of iiUer- 
articulations of factors and hierarchy of paUerns ascending to larger 
and larger wholes the more ii will lx* in haniiony with ihe most enlighieu 
cd science and humanism of the lime.” 

Dr. Mukerji's work is an exccMcnt con iri but I on on inMllulional 
economics. It gives a clear uiiclcrslanding of Ihe naltin* and scope of 
that economics. It is more dcfiniic and coniprchciisivc than any th.n 
have appeared thus far. It will M*t economic ihcorists a thinking a hour 
their mclhodolc^y and coticcpts. 

r,. n. K. 


Tjik Format JON oi* Fkokwations, by S. G. \'azc. PubUslH'<l l>y 
Gokhalc InsliluU* of Poll lies and Economics. Poona 4 * Price 
Re. i|8|-. 

This is the 1943 K. R. Kale Memorial L<*clure which ihc author cU II- 
VC red under the auspices of ilu* Gokhalc Institute of l‘o 1 ilics an<l Eco- 
nomics. In the first 25 pages ihc aulluir after a brief iiUrrxIuciiou of 
3 pages furnishes some data regarding die formal Ion of fe<lerailon> 
and the making of consiiiuiions in Can.ada, Souih Afriesi and mini Ik r 



conclusions the author considers ihc position of India and lu believes 
that the Indian Federation should be* as close as possible and ns loose 
as necessary. However he concludes frtun his data that there is a >lToiig 
tendency in all the federation for Ibe central body to Urwin* mereas- 
ingly Dowerful whether in the old or new slates. In Ihc t niUcI Males 
orAmerka in spite of the inlenlion of the founders il has been ikav 
discovered I ha I mo<ierii economic conditions ami iiHxlern iraiisjxjrl 
have so workt*! lowanb ihe iniegralion of ihe uliole naimn lhal Ilu* 
federal institutions arc now of much more iKxsiiisy im|Kirlaiiev lliaii 
Ihose of the individual Males. The saiiK* concluMmi is forexd on us as 
regards the New ICurojK-.m Slates where a gineral leudency is nr4iiable 
to strengthen the semsc of unity in the Mate even a I ihe risk of arousing 
violent opposition anumgsl cortarn sections of ihe whole. 

These conc1usi.«is rule out the stiCTV'li-'” "< IV" 

siitulion in India wi.h r.si.luary txnver in Hu- ''“"‘‘'f” "'’j 

The present war has sliown the great weaknes, of th. 
provincial units and the strong pre-ssurc vvliieh the ee.Ural (.o^L^lll.un 
can exercise against the w ishes of the f roviiices. 

The' anther <locs n.rt tliscuss the silttilion created ”■ ‘'"J'-' 
declaration of the Muslim League for the formation of a sej/arate 
sute and their opposition lo enter the Indian hcderation. 

Ansvar Iqbal Quklsuj. 
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Soviet Plann-inc and Labovb in Pkackand War, by Maurice Dobb. 

Published by Geoi^ Routlcdge & Sons, Lid., in 1942. Pp. 126. 

Price 4|- shillings- 

Thls excellent little volume, which is a supplement to the author’s 
“ Soviet Economy & the War.” consists of four independent essays 
on Economic Planning, Soviet Financial System, Work & Wages and 
Econon^lc effects of War. Of these 1 consider the first to be the most 
instructive and the third the most interesting. In the former the 
author summarises the basic elements of planning and describes the 
evolution of the Gosplan from its rudimentary beginnings in the early 
'20’s to the powerful engine of social control and direction It haS 
become by the end of the '30*$. The history of the Gosplan Is full of 
lessons for capitalist countries in the throes of War, we have, for 
example to-day in this country something like a ” Scissors Crisis ” — 
a clash of interests between agricultural and non -agricultural classes-^ 
in respect of our food supply- This does not mean that we have to 
adopt the Russian solution for our problems, but the^ way the Russians 
have handled their important problems should considerably illumine our 
understanding and energise our efforts. 

The third essay deals with Stakhanovism. Slakhanovism repre- 
sents an entirely spontaneous movement on the pari of the Russljin 
worker to increase and improve the output of industry, agriculture and 
mining- 1 consider it to be one of the great achievements of Russian 
communism. Initiated and directed by the workers It has given the 
Ue to one of the uMial criticisms of the Russian State, vis., its sup- 
presses enterprise and independence on the part of the workers. 

In the second vs^ay and in some parts of the first the author deals 
with the intriguing subieci of Soviet finance. I call it intriguing, for 
finance, in particular the Turnover Tax is used much more as an 
instrument for equating the flows of monetary expenditure to the 
aggregate cost price of goods produced by the community than to raise 
revenue for the Gvemment. 

The last essay contains an impressiw narrative of Russian efforts 
in the field of industry to meet the German onslaught from the West. 
The story of leap*frc^ factories has bcc«nnc something of an epic, Key 
factories situated in areas thal were threatened by invasion were cva« 
cuatccl with their personal and equipment and set up in near sites, 
hundreds and sometimes thousands of miles East, in less than a 
month's time. 

The essays have been written mainly to promote a better under- 
standing of the problems of Soviet Economy, oit the part of other 
nations. I think the book, along with the author's ” Soviet Economy and 
the War,” admirably fulfil thal purpose- 


D. Ghosh. 
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A Study of tiii? Indian* Moxkv Markrt, bv Bltml C. Obnso. 

Published in 1943 bv ll>e Oxford I'niverMlv PresN, Pn. jo;. 

Price Rs. 7|81-. 

In this interesting book the author logins by tracing the history of 
the Indian money market aiul il'i in«ititiiiions. According to the author 
the rise of Joint-stock banking in India may coiivenicntiv be datc<l 
from 180^ when the Rank of Bengal was established, ^fhe author, 
however, is fully aware lliai some earlier dales have also been mention- 
ed- At the beginning of the twentieth century there was hardly any 
money market such as is general I)' understood hy this term outside the 
Presidency towns and in these idaces the money market uas focusse<l 
on opcralions Nvhich passetl through the Eurt>iH*an Ixanks. Rater the 
situation rapidly improved. As between Calcutta and Bombay moiwy 
markets, in the beginning, Calcutta was by far the more important of 
the two, although in recent years Bombay has been gaining consider- 
ably at the expense of Calcutta. 

Mr. Chose gives a very interesting account of the development 
and functions of the Resere Bank of India, the Imperial Bank, and the 
other institutions in the Indian money market. Dealing with Exchang? 
Banks he comes to the coiicluvion that many complaints of unfair com- 
petition and discrimination against Indian firms are unfolimaiely true. 
This will, therefore, be one of the urgent problems with which wc 
will be faced in the post-war period. Not many will, however, agre^e 
with the author when he holds that the question of the direct linking up 
of the indigenous bankers with the Reserve Rank is not a practicable 
one, Such a linking should be perfectly possible if the Keserve Bank 
takes a broader view of its responsibility towards these instil ui ions and 
the bill market. 

Part TI of the l>ook offers a critical simly of the functioning of 
the Reserve Bank and the other institutions in the Indian money 
market and Part III studies the long-term capital market. The book 
very ably fills a long felt gap in recent studies of Indian economics. 
It deserves to be read by all students of banking and finance. 

P, C. Jain 


The Indian Sitcar Isoi-stry (igjs 

Gandlii. Publisliccl by C.->inlhi * Co.. Uoiiibay. I p- 35'‘- 
Rs. s[i4|-. 

Mr Gandhi’s Sue.ar Anmwl is a highly uvful publical.on. II is 
a book of rcfc^nco In .he Sogar in.lns.ry, l.ikc ? 

it to all students of Iho subject. 


K. h. G. 
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Review op Indian Fiscal Policy, by D. K. Mai hoi ra, Lahore, 1943- 

This booklet is an attempt at giving a short and simple account of 
Indian Fiscal Policy from the beginning of the 19th century down to 
I he present lime, llie first four chapters, vis., Character of Fiscal 
Policy up to 1923, Factors shaping Fiscal Policy during 1924 — 43. 
Genesis and Rationale of Protection, and Industrial Development under 
Protection (1924 — 39) arc little more than short summaries of relevant 
chapters from the Indian Fiscal Commission’s Report and from certain 
well-known books on the subject such as those of B. P. Adarkar and B. 
N. Adarkar. In Chapter V, Critical Esllinate of Discriminating Protec- 
tion. he has rather closely followed the view -point adopted by B. P, 
Adarkar in his recent boot, Indian Fiscal Policy- In Chapter VI, War 
Ai'id Indian ImUisiries, the author traces the effects of the War on 
various incluslrivs and makes a reference to the activities of the Roger 
Mission, Eastern Group Conference and Supply Council and to the 
recommendations of the Grady Mission. And in the last Chapter, he 
discusses the future of Indian Fiscal Policy in the light of the war-time 
developments and experiences, and rightly suggests that a much bolder 
Fiscal Policy together with a comprehensive Policy of Stale Planning 
and State Ownership or Regulation would be needed to speed up all- 
Tound industrializalion in India. The book is enriched by a short 
Appendix which contains the statistics of the increase of output of 
several important industries. 

There Is one serious inacctiracy svhich has been found, vis., page 
22, paragraph 3, T2lh line, the duly on British printed goods is 17H 
p, c, anti n<i( j'/j p. c. There arc also a few .spelling mistakes such 
as "c.m" for ‘‘cane’* (p. 28), and "same** for ' some" (p. 64). 
They are no doubt due to the printer's devil, but in a small book of 
this size they could easily be avoided. 

On the whole, the book is a useful addition to the literature on the 
subject ami it should be rjuiU* helpful to those who want to have the 
main fact of fi-'Cal policy and industrial development in India in recent 
years- 

H. L. Dey. 


Economics for Commerce, by J. K. Gifford- Published by the 
University of Queensland, Brisbane. 1942. Pp* 417 -fix. Price 
not mentioned. 

The book under review has been written with a special purpose, 
namely, " to provide a general introduction to economics suitable for 
those who wish to study practical economic problems in banking, busi- 
ness and public administration." (p. iii.) This accounts for the 
differences, in contents, method of approach and general mode of 
treatment, between this book and the cusmnary text-books of Economics 
with which the English-speaking world is ac<]uainted. A student of 
pure Economics would probably regard this book as lop-sided; but it 
would certainly be very helpful to the business man and public servant 
for whom it is primarily meant. 
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The amhor lir>i cWo»»i'» ccii.iiii ininxUiciDi v iii.tui i-. .m.l ili, :i 
^ot. passes on 10 a prdiininary .liscussio,. of pria. an,! a„„.,ini 

^Icl. Demand has bi’cn disciis-«a m ih;a-e cluiiJk-vs (l\— \1| |,„| 
WiUmpicss to Sell spreads lo h\e chapters (\-Il_\|) cli • 

course of th.s later series of chapters, the author c-xamin 's .h r .T-,- -I 
equiUbnum cost of production, localis-aiion of industries mono ,,"k 
and o'lgopoly- Risks an<l Profits. Rent an<l Real Estate Vatu, It ,K \ 
Nu.nbers, Money and Capital. Monetary Asp.-cis of the Theon ,d 
Prices and Interest Rates folloie in order. The last two chai,iev''h o, 
been deeoted to Inter.tational Tra.le an<l I'ttblic E xpeiuliltiie 'lul 

OT0^a1S'\hfl-r<r‘'''" P'-'*'’ of 'I'c Ixwk is an a.nliiiiou- 

ono and the largeiie.-s of the scojk.- of the work teiuls to iinixarl it i 

character of sketchiness, winch at liinc-s become, nlniost sickciiinu 
But this 1, a proiK-rty from uhich an exhaustive lext-lxiok caniim 
probably exlneate itself completely. 'I'he author shou, (-o.k] ura,n „ 

I he subject ami hi> inatiiicm (s ai places original. ^ 

A special fc;^auin' of Lmk 4 < an cxh iisjw <,f injniarilx 
Au^iralmn hui aKo of Aim rican and Briiish siaijs.iics iuy 
cconoijjK ijlu iionu'iia. Kcfcmicc mighi in lhi^ conui xion U- iiKirh u, 
chaUs rcluung lo inoiuy and pr.Khhiion : cu iain I»usinc*^> cvclc 

M.Uisjics which aj;prar in largo iimnlnTs ; si.ni.ihs c hiiim ihmr\ 

ot prico»; ami ihihIxioiioii sUiiivih . ivh.iing lo dnninidiing < Nda iviunix 
il .n }U^cus^i:i[ iiionoy ami ii> inilu. iioo <„i jiixo an<| |Mr>,h,c 


amhor i. ihat wido.p.miTp^;. 

• X M id stiMiuunly in a grow mg , uhimiiv. dial naovoiy .an U hnmx'lu 

d sufhciuii hui inmloraic mcroa'v m ihr flow nf moiKv and ilm d,. 
prcssion can Inj largely provuikil by Milfickiilly pioinpi ami oxion^ivo 
atlioa lo maiiUam and gr.idiially incrcaso iho (hm of i hoik y li ha** 

vohkHTm.' f'i of iho iKHmi can U* largcly jnv. 

moot 1 u/if^ M MTVvrily of <hprvssir>ns and >o 

th^r ? •‘'r' dcinaml ami prodnciion which m 

i.haiackrn> ic of ilw rcviva and which kad> lo Hi., spread uS uiirvaMm- 
jibly rosy hoiHJs and llmrcfon* lo maladjuMniciils. An cfforl ha^ aK . 
been inude lo < inUxly ihc fruiU of the rwoiu conlrovm on (he 
^uojcci ot inUrcM in ihc explanation of ilhs Mibj\xi. In ihi/.oniKxion 
me author has avoided, on Hie one li.iml, vshal he coii^ifler^ to he ihr 
errors of Hie neo* Austrian scluxd in iioi explaining fullv Hie inilm iic* 
oi rnoney on interest rates, and, on the oihcr, ihosi* of Keynes m 
filling the intUlence of money, undere^stiiiialing ihe indue nee oi 
Willingness lo $ave and at tempting to describe certain ecoiioiiiic pro- 
cesses in inaHieinalical form. 

We recoinmeml this book strongly to bu>ine^Mm•ll. publi. serv.inls, 
administrators ari<l advanced students of commerce lo whom it \soiiI<i 
prove highly usefuU 


F. 0 


A. X. Acakisala. 
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(To be reviewed-] 

Sudhir Sen. PuhUshod bv \'i.xv., 
fTo be reviewed.] 

OcR r%cf>.s*o.\rrc' Pnour.r.xf. bv P A WadJa v 't m , 

Pub.,h., by X.V Root Co.. -Eon.b.y. ?W3 Pp 

[To be reviewed.) ^ 

*'’«''*• V’ h P“l>li.hc<] by R.ii Sahib Cii),il. 

Singh & Son-,. Uhorc. 1943. P,>. 44. Price Rt-. 1. 8a<. 

y.’"'" '5)3 "hen ih<- comrover«v 

about inflation was at ns Jicighl. The .auihor offers a -.iiiilx.sis of [h" 

Imf ‘‘''Th”"’’* V7)' '•‘nmtrv at that 

Jinu. The VK;^^vs r»f Pruf. C. N. \ .ikil, SvI. G. D, Pirh* S*lr Tnrv 

Muiiilm 'T Y*’’ ' * auihor\ <Kinjk*rl 

I 'nr^M ■ , •■> “" f*'' 's-rvice by p<-iiitii.^r ,nii in c -ar 

cwd s ,n P"'""'?' ■'•"'’••'lioir' do iikA- harn. than 

d^ s of h V-' " '« maintaincl. Pm most , 1 ,,- 

f Goear im n I’™''''''')' ••'R'-'''- "ilh the :iiilhor\ .Icf.-nc 

Jin,'l-T >*i' i-fcmnniendatiiw, ih.u i|,.. „ro 

, ,11 1 ' xc-ri a .h-flatioiian- jin-ssurc- bi- 

m ^ Ix'’" jii'iili.’l bv Mib.,:- 

, . ,.i , , rl'xr u-nlim the Iasi f,„ niomhs ihai 

sir ss^ ’’imI'.H fr'' "•'!' 'r •■"’ i'«<-"'^'ficali<.ii of evonomi,- 

v,m m ', •. "•"■> 'I'l- -imlior-s poim of I i,AV hui itv 

r>'imph)< i will Amply rciviy n cl«»'c sUkIv. | * ^ ’ 

'''“'p, by Dr \-. 1<, K. V Rao 

PrRc'Re ■''•»•’• ’’P- •'•'• 

••■ si iih.'l 'imiy of th.- difiVrinl liiu r- 
ationa Curr.ncy Plans which hav.- Ik-. ii pl.accd l^forc the i>ublic in 
Ibc psASl fyw inomh'?. I ho .iiilhor clearly brings out the chief polni's 
111 the various plans, and on the wholf pn frrs il«. Aineric.iri Plan, 
though u IS also not free from cl^•fi^*^^. iu a most brilliaiif fashion 
the booklet studies the implications of ihcM- Currency Plans for* India. 
Most Rliidenls of Economics Mill agree with the conchis ions of the 
author. Dr, Ran has prhnied o\ii ik'n in ihe pr»^(*wrtr |>i*rio<I wc are 
bound to a crcadilor nation ami India “‘‘houUI In* prvjwred to Jiquidan* 
her credit balance by import iiig more gm-ls , . . ibui) It will not lx- 
profitable for her to Ik* supplied oh-^olri** niachini rv «»r machinery at 
exorbitant prices simply because she has a credit Uilaiicc. At the same 
time she will not be prcpareil U> accept iMynuiu in consumer’s goods 
.... The only ahernativc will lx* for In-r |r» ciiriail her exports; and 
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it wilt be f.-^r mbre profitable for lier to adopt this alleriinlive than to 
f)l)tain oil her in ohsololc capital coo«i< or competitive coivsump- 

lum {^oiirU/* Sivomlly, in the inlereM of I ivliK I viatication we cannot 
ffiw ttp the |M>licy of taoft’ prcMection and. therefore. \vc shall be un- 
able (o acci |>l any Currency I'bn which is inconsistent with this 
ol»j<Hilv<‘. I'*lnally, the author wry correctly points out, in the post- 
war ihthhI \v<- wtaHtl not- like lo follow .i jwhey of rschait^e stability. 
It sh.'ill not U- in ihe lH**t Ini erects of the cotuitry. bulia. if she had 
lu r way. would Sicnro an e<tiilllbnuni of irilmnl ecoivHiiv hv adjust Inff 
lu i ftna ip^ vxchancr raU c .wcordiii" (o the po vailing eonditlt>ns, Any 
Currenev Pbn which rhnies m this riglii i< not acceptable. This time- 
ly bookit't <lcs<'rvvc lo he rea*l Iw tlie public a< w*ell as by sr*rious 
vtuclenix of Hconoitucs. I 


Till' Ttu-no or I'ROFiTS. A Factual Analysis, by Dr. M. H. Gopal. 

Mysore ( ‘nlvei'siiy. Puhllshed ’by the author. 19^3, Pp. 40. 

I In this e*say, which, it is porntccl mil. forms part of a bigger 
volnnie, I he ntiihor offers a facliial study of profit trends in Tndb an«l 
cuinpares them w'illi those in the V. K. ami the V. S. A. The author 
IS fully aware of the iwucity of statistics in our country and is, iht rrforc- 
forced ii» cioifine bis attention to Joint Slock enterprise, figiirec about 
which are imlilivhed. Moreover, in the absence of a iKKer nuthod and 
fully aware of tUr dlfiKHilties of relying U|#on I lain Dr. (ropal has been 
forced to make Use of dcclarwl dividends .as indlcaiors t>f prc'sperlty, 
The results have Wn very sailsfaciriry Invauxe though the did a red 
dividends ii^ny nol give very ci)rreci Idea iti ihe jitjsiuon they 

do serve a useful purpose in showing rct<Hh\' change.s rwer a inimher of 
years. The author has coinc lo the conclusion lhat the first pidod 1918 
lo io.iJ WAS the best and for all industries an average <llvitleiid of 
.^5,1 per cent, was declared on oixlln.iry shaix* caplial. 'J'he dividend in 
the next pcruMl 1923 to decline<l to t^.b pT cent, and It further 
dechned to 8,6 |>ef cent, in the subsequenl (M rliMl fixan 1930 to 1939. 
The booklet contains a number of rnfonnaiive tables. We strongly 
rec<>mnivn<l it to all our readers.] 


PftiKCirt.i:s on Kcoicomk* Pi.SNNTXC-^Kastern Hconoinist Pamphlets 

No. i- Getieral Kdllor, f)r. P. S. I/ikanaihan. Issued In 1043. 

Pp. 54. Price Kc- I. 

I In this hrlllianlly written iKJoklct some fundamental problems of 
economic pbnnbig arc examiiK'd from a strictly practical point of view. 
Making use of the Douglas-Cobb fonmila and tesling it with pub- 
lisher! figures for some foreign coimirios the author comes to the con- 
clusion lhat for India the Ratio between new cnj>ital investment and 
increased nation.al Income is 2:1, so that, .assuming that our national 
income in 1943, at pre-war prices, is Rs. 3000 crorcs and wc w ish lo 
double our national income in five years, it woukl be necessary to secure 
•I new investment of Rs. 900 crorcs in the first year and somewhat more 
In the subsequent four years. This gives us some idea of the capital 
requirements of a five years plan in our country. IncidenUlIy it may 
be. mentioned that this estimate, obtained on scientific basis, discredits 
some thoroughly fantastic estimates which had gained currency in -our 
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country. The author of the booklet make^ it clear that, firsdv, 
It may not be possible to make such a large invrsimoni at onre 
in which case we may proceed slowlv and, secondiv. iK-aili' t\\'o-ilhr(l<5 
ot this investment will liavo to consist of foreign goods v.Vin ed cillier 
by cwrrowing or by utilising our balance of pay menu an<l the resources 
01 the sterhuf fund to this end. In the last analysis Uie ilmringo of 
foreign exchan^ and the rale at which the foreign producers can 
^“PPv os machiner}' and technical equiinneiit may del ermine ilie speed 
M industrialisation of our country, ft, however, needs in he einphads- 
cd that after all we may not be so short of foreign capital or rnachinerv 
as is visualised by the writer. In i\k post-war period the niaclune produ- 
cer in industrially advanced countries of the west tna)' l>e only too 
glad to supply us large quantities of technical equipment. W'e can pai' 

these out of our sterling funds which may exceed R«. looo crorcs 
and out of borrowings in the foreign monev markets lo ^vlnell (here 
IS no limit on purely theoretical grounds. 

It has been clearly emphasised in the booklet that in order (o maxi- 
mise our national income it is absolutely necessary to undertake occu- 
pational planning which will mean, in the case of India, a sysiematie 
transfer of population from primary industries fsueh as agriculinre, 
forestry and fishing) to secondary fas niamifai luring, mining and 
building) and tertiary (such as commerce, tran<port. cic.) indiKiries. 
Moreover, under conditions of relative scarcity of caplial and abim- 
dance of labour, the adoption of labour-using and capital-economis- 
ing methods would secure the adaptation of scarce means to unlimited 
ends or to the combination of the productive factors in proper propor- 
tions. It is the task of inustrial technique lo reconcile this coiiBict 
between full employment and higher fier capi/<i output.’* 

The author however is on less safe guard when he says that “llu* 
Planning Authority will have to ensure that the variations from tlw 
representative (Italics ours) capital intensity (i.c., capital per head of 
working population) in the various parts of the economy are l<cj)l as 
small as possible ... for only thus can wc achieve maximum econoiu)' 
of capital and maximum production." (Pp. The rcprescNta- 

Hi'C figures are merely a mathematical trick and in a country like India 
where conditions differ so widely. " capital -intensity ’* may be diflvrcni 
for the same industry in different localities. The greatest economy of 
capital, under these conditions, will be obtained by having a large 
number of different levels of capital-intensity not necessarily eonom- 
trated round a norm. The author, however, is Ihoroughl)' ;iislified ni 
giving a warning against giant factories in all avenues of prwluclion il 
lechnical and economic considerations do not justify it. SccoikII)', 
the author has not devoted adequate attention to the problem of over- 
centralisation and the neglect of duly by paid officers both of which 
have greatly handicapped the Russian Plans. \Vc shalj have to hi* 
extremely careful in our country that productive efficiency does not 
suffer because of these two evils which necessarily accompany centralis- 
ed planning of the type visualised in the contribution under nwiew. 
This booklet of fifty-four pages is full of thought-provoking ideas pre- 
sented In a most direct manner and wO reccmimend it to all cmr readers 
with full confidence that its perusal will repay not only the general 
reader but also the expert.] 
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OUU I-OOD PKOHLKM 

HY 

PuoFESSou S. K. Hvdra. M.A. (Cantab.) 

It ni.iy 1x3 snid with tnilli thnt a few wa- 

tiimii^ts, doctors, |>ii))licnicn niid others, no one has taken 
tlie matter of the [)eo|>le‘R food into scri<>ns ^'OTisidernticjii. 
Laissez-fairo lias been the general lerulency, es))eeially in 
resjject to pcojdc’a pcrsojial w'ay of life. Nf)Uiing is rcgar<l- 
od as so intimately pei'sonni as an individual's food. Not 
only in Tndia> but even in more advance<i countries, till 
very recently, Government interfei*enco willi pcoiilc's ff)Ofl 
habits would have lx3cn regarded as the height of bureau- 
cratic interferenre and an infringement of personal liberty. 
In India it was known tliat there was hunger. Want, 
causing rlisticss, was adiniticd. Ihit it was assnttied that 
this was due to the individuaTs own faidt. It was iinagiji- 
od that if only people worked har«l eimngli, ainl long 
enough, or If they had forethonglit enough that, they would 
not starve, and Ikj reduced to distress. It was tmi analyse<l 
that liungcr an<l want may l»e due to other causes alstj. 
Involuntary ]»ovcity, involuntary eniploymeiit or uiiijer- 
oni])loyinent, were not recognised or a<Iiiiilted as [possible 
coon 0 mic | dicnoinenon . 

'rhe fact, however, must Iw fa<'o<l that, iioKlicr llu* 
public, nor the State in ftwlia, till re<‘eiitly, gave suflicieiil 
thought, or even any thought, to this all nniiorlatit matter 
of the iwople's food. We had no Food Policy for the 
nation. True, the subject of nutrition was lieing ctiusi- 
dered. but it was particularized to certain He search 
Laboratories only. Naturally, therefore, our agriculture, 
which is nearly the exclusive source of our ffjod supplies, 
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waft not fostered from the point* of view of serving the basic 
needs of the jieople, namely, their dietic needs. We depend 
surprisingly little on marine products to furnish our food 
rc(|uircnicnis, unlike island countries. Except for rice, 
wliich wo 'imported mainly from Burma to the extent of 2 
niilliou tons annually, we obtained comparatively little in 
tlic matter of food and drink from foieign lands for the 
population as <a whole, drugs and medicines apart. 

Tin* following tabic shows the imports of (1) food and 
(It inks, and (2) dinigs and medicines in India in 1942-43, 
ns i’oiu)nn‘i'<i with those in 1038-^ (the pre-war period)* 
according to the “Account of Sea-borne Trade ana Navi- 
gation of British India":— 

Articles. Value in Hupeti 

1942-43 

Potul Diiiikfi ... lOi*, 925,954 48,517,702 

... 22,053.230 14,708,762 

A]nirt from his customary practice of sowing for 
Iiinwlf sufficient food crops, the peasant mostly followed 
ihe vagaries of the market price as best as he could. If 
jute or cotton or sugar or tobacco or hemp or oilseeds paid 
him more, he sowc<l these crops. It paid him best to do 
so. After all, he had imperative calls to meet, His 
revenue, his rent, his ancestral and h is own debt, besides 
lus current domestic, ceremonial and productive needs had 
to be suijplicd. For several years, and in the depression 
period particularly, it hardly paid him to grow any crops, 
including food crops. This is evident by the price move- 
ment of any representative commodity, .•^ay wheat, in any 
rcprcsorilntive market, say ('hnndausi in the U.P., both 
of w}>ic}i have been selected more or less at random. 
Jfarvosi [U’ices only arc given. It is at this price that the 
peasant was usually roin|>clled to sell his produce. In 
1932, this price was Rs. 2-4-t) f)er maund; in 1933, it 
was Hs. 2-12-6 per maund; in 1034 Rs. 2-7-0 per maund; 
in 1935 again Rs. 2-7-0; and in 1936 Rs. 2-10-0 per maund. 
Prices of other food -grains moved very much in s3Tnpathy 
with the prices of wheat, except at certain extraordinary 
periods. So that, roughly speaking, the above-mentioned 
fact about wheat, can be taken to be sufficiently indicative 
of the general trend of the prices of all agricultural com- 
modities. The sad plight of the peasantry in the United 
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Provinces on account of sucli low ivtixrn for their invent* 
ment and labour can well be imagined. Hiil lor the 
remissions given by Government to oiir iwnsaiitiv in tlu-^c 

"'oiild have been worse, 
in I9.il-J2 an amount of no less tlian Rs. 5,24 laUli-; luul 
to be remitted. 

Therefore, for the raising of food croi.s for tlic 
incessantly growing populatimi, there was no li>:ed iioHcv 
1 nee equation was the only criterion. It must be ac- 
knowiedged that while much elfort lia.s lieen imt forward 
through various important Departments of CiovcrnnMuit. 
to extend and improve our agriculture, wc liavc iioi ln'cu 
able to modernise our agriculture due to our inlioi itance 
laws, land tenure systems, growing population, and hn k of 
adequate iiukistrial and iniriirig devel(i|iim*nt in ihr 
eoujitr^ In fact the extension nf area under U,in\ < rops 
has not kef>t pace, kung II per cent, as against an iiic'rcasi' 
of populatirjii of 21 per cent. I>elwccn Jlltin and 10:14 for 
the on tile country. Our yield has not grown pro-rcssivolv 
with the pressure on the soil. Indeed, iu rcsiio< l ir) must, 
of our staple crops, productivity has declined in ^mr 
1 royince as well os in others. Soil erosion and cattle 
decline also liave afFec^ted the position ailversciv. Of 
course, irrigation has a<ldc<l much, esjKJcially in certain 
areas, to agricultural .security. Iinjirovernunt in crops 
like sugur<‘ajie, cotton and wheat too have sliown marked 
pi‘Ogress, though wc have U> kvir In mind that on Is 
ahout^ f)er cent, of all the cj ojjs in Imlia arc undei iropiov* 
cd variety. So, as a whole, it cannot lie characleriztd that 
we have modernized our methods of cultivation. Not, if 
we consider what is being accomplished in a'^ricullurc 
abroad. 

It is only now, when we have been caught up in the 
full vortex of a titanic war. that l)Oth the peo))les, and 
Government in particular, have come up face to face witli 
the food problem . The problem is as ujgent a.s ii is 
difficult of immediate solution. “Grow more frKid/' 
though comfoi-ting to our thoughts, is not so rearly a 
solution of our w'ants. To grow enough food, within a 
short period of time, so as to make an appreciable 
difference to the food situation as a wdiole, is not c.isy. 
The supply of some types of food -grains, and e.specially 
vegetables, can be increased appreciably, to meet parti- 
cularized needs. But in order to solve adequately, and 
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permanently, the food problem of the nation as a whole, 
wo shall have to radicalfv re-orient our agricultural policy. 
The Food Conference of the United Nations at Hot 
Springs, U.S.A., in which India took an honourable part, 
lends the ho|>e that the matter of the people’s dietic needs 
will lx? regarded as one of the basic subjects for national 
and international collaboration after the War. 

India, oven before the war, was not a self-sufficient 
country. It is a known fact that with the change in the 
technique of modern warfare, a country, if it is so to stand 
up to the rigours of war, requires that its structure and 
peoples be keyed up to certain levels, of educational, agri- 
cultural, industrial and medical standards- If a country 
is not so tuned up, it will not find it easy to go through the 
onslaught of modern war. This I feel certain is what has 
happened to this country. Even from the economic point 
of view, we were not adequately prepai'cd to face the un- 
precedented calls made upon us. Thanks to our brave 
Defences, it is merciful that things have not gone woise 
with us. Could we, for instance, have stood up to lialf 
the death and destruction that was showered down upon 
the i)Coi)les of Great Britain? I need not contemplate the 
answer I We were little prepared. 

The food aspect is as imj)ortant and fundamental a 
factor in the economics of modern warfare as guns mid 
ammunition. We did not visualize the food situation 
rightly We awoke to it piecemeal. We thought mainly 
in terms of the Army. Then, probably, wu considered 
some neighbouring countries. Then we took to thinking 
i>rovlncially- The logic of the situation, due to a compli- 
cated variety of factors, has painfully taught us that the 
food problem is fundamental. We have also now learnt 
that It is not fractional. The Army, the people and the 
country, and not bits of it, have to be treated as a whole, 
one and indivisible. We cannot treat the one aspect of 
the question, neglecting the other. If we do so, we shall 
do so at our peril. In such an event we are bound to 
create grave problems. Indisputably, the Army stands 
first. But the nation behind the fighting zone, if we can 
in these days of aerial bombardment so demarcate regions, 
stands close to it. Indeed, the Army and the people, from 
whom it springs, are organically one and the same. I?ooci 
needs of the civilian population have theretore to be care- 
fully studied. They nave to be provided for as part ol 
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War programme. Government, and poo|>Ie nliko. Imvo to 
ediuale tIiomseWes u|) to tliU point. The Home Tront, in 
many respects is no less vital to a totalitarian war than tiie 
actual front- Sacrifices have to be called for, from al! 
sides. They must be made, and met. 

Til is implies that we have to view the jirobloni as a 
whole. Our given food resources must serve our tnial 
needs, military and civilian. Deficit aieas must be served 
by surplus areas. Indeed, we have to enlarge our hori/oti 
further afield. If Ceylon needs rice, we must help to feed 
it. If Iran or Iraq needs our wheat, we must shaic ii 
with their peoples. Similarly, if the peoples of India need 
food supplies, the United Nations, w'ho have surnlus 
stocks of wheat, should spare us some. Shipping uilh 
culLies there aie, atlmittedly. Ihit the dire needs of a 
jieople count bir not a little. The problem is tlieiciorc 
one. I5ig views, with big minds, and not paroiliinl Views 
with little minds, alone ciui ho|)e to cope with tlio (picstion 
aderjuately, and solve it victoiaously. 

The [iroblem of food supply in the c«isc of <h*(ioit ar<*as 
Incomes esiiecially intricate. The City of Lucknow in tlic 
U.P. is one of the deficit ureas and we shall get a clear 
idea of the complexities of the problem by studying the 
position of this city in some detail. Lucknow depeiuls for 
Its food Knp])ly not only upon its inimc<liate environment 
in the <Iistri< t and tlio pi-ovince hut it also draws its sn])i)ly 
from the olhci' jirovinces as well. The basic food grains 
arc obtained in largo quantities fr<nn the various dist riels 
of the United Provinces and even from the Punjab. Wheat 
including wheat products, for exumpio, are iinptJiCed 
from the districts of Hardoi, Jiitapur, Gonda, llahraich, 
Kheri and Basti in the U.P- and from the Punjab. Rice 
is obtained from Dahraich, Basti, Nowgurh, Shohrat- 
garh, Barhni, and Dchra Uun, etc. Gram is su()[)lied 
by Gonda, Bahraich, Jhansi, Jalaun, Hardoi and Bara 
Banki, cte. Fruits have to be imported from Naini Tal, 
Muzaffarpur and Kumaon in the U.P. and Ahmedabad, 
Chaman, Nasik, -Poona. Nagpur and Kashmir. 

The question of obtaining proper supplies offers 
some difficulty. We have to look after the trade channels 
which usually handle this supply, its timely transport, 
and the quality of the commodity. Sudden dislocation or 
suspension of trade channels cannot readily be substituted 
by new ones. New contacts take time to establish them* 
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fie! VPS. During war such changes naturally take more 
time. If existing channels of trade are suddenly changed 
it might impede the free flow of supplies. As regards 
transport, in 194:2, for example, out of total imports no 
Uss than nearly 50 |)er cent, of wheat, 64 per cent, of ata, 
and 8:2 per cent, of rice was transported to the city of 
T^ucknow by railways. Millets and pulses up to 14 per 
cent, and paddy up to 45 per cent, came over by the rail- 
ways. Hoads were used, mostly for bringing fruits and 
vegetables from the adjoining areas and very small 
quantity of food-grains were brought by road. The 
Ijottlenocks in the transport system have been one of our 
severest handicaps and we shall have to improve our 
transimrt system if proper supplies are to be ensured. 

Ill view of the fact tnat supplies are short and a 
]) 0 ]>nlati()u of nearly 4^ lakhs has to be supported (as 
iigninst in I9J18-39) rationing of the available 

siqqjly offers a way out. Vor pur|>oses of the Ration 
unit, llio impuhition Inis l>i‘en divided into two categories — 
adults and (Inldrcii: the total adult value rvt the rate of one 
child being c<|nal to half adult, conics to Jl,78 thousands 
in 194:1 ns against 3.00 ihousnnds in 1938-39. indicating 
nn iiK'i'casc of roughly 18%. 

In Homhay the population has been divided into three 
ago groups, namely, up to 2 yeai*s, 2 years to 12 years and 
12 years and over. In more advanced countries they have 
air manner of division. They go by sexes, by civil condi- 
tion, and the like. Hut these arc refinements of statistical 
analysis and administrative fineness which we have not yet 
attained. 

It is imiiortant to know the quantities of food supplies 
in Lucknow bcfoi-e the War and now. The figures given 
Ijelow are not complete and are rough approximations. 


A rticifs. 

(Figures 

ill thousand 

mail nds) 


ni38- 30 

1042—43 

Increase 
or Decrease 

Cereals A 

Wheat, rice, paddy, ata ... 

1,506 

1,569 

+ 3 ': % 

etc. 

Millets and pulses 

60S 

716 

+ 18*9% 

Vegetables ... 

904 

1,031 

+ U'0% 

Sugar ... 

153 

102 

-33 X 

Our 

129 

306 

+ 137*0X 
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We can thus see at a glance as to what fias ]iaj))'cncd 
to our supplies in contrast to our increased po])uhUum. 
Ihc population of Lucknow (inclu<ling ('anionniont, 
Ganeshganj, and the City pro|>er) has increased l>y iy% 
in units of adult value, while the supply of cereals A 
(including wheat, ata, rice and paddy, etc.) has increased 
by 3*5%. of millets and pulses by 18'9%, of vcgetal)lcs by 
14% and of gur by 137%. The supply of sugar, on the 
other hand, has decreased by 33%. This means that 
except gnr and millets and pulses, no otlicr staple com- 
modity nas kept pace with tlie rising ))opulation. In 
terms of per capita consuption, the pi-esont supply means 
about 7 '2 chataks of cereals A, against b'4 chataks in 
1938-30, 3*3 chataks of millets and pulses wliirli Is c<|ual 
to pio-war level, 4,7 chataks of vcgciahles aualn.'^l 5,0 
chataks, *47 chataks of sugar against 0 cliataks and 14 
chataks of gur against 0 ihalaks in (he |»rc-war ]h'i ioil. 

However, it is not merely a cpiestion of volume of 
su))plies. The matter of price also is important. I will 
illustrate the point with leference to tlie |>ositlotJ fd wlical 
for the war years. In Lucknow, in 1938, the price of 
wheat was Ks. 2-14-2 per maund:lu 1039. it was Its. 3-4-2; 
hi 1940, it was Its. 3-14-4; in 1941, it was Us, 4-4-8; in 
1042. it rose to Rs. 0-12-0; and in 1943. it has reached as 
high as Us. 12-3-1 per maund, which is the average of tlic 
prices of the last ton month.s. 

Uising price, s must inevitably impinge upon lire 
standards of living of the com muni tv. 'Dro.sc in low- 
income groups, ami esiwially those with fi\cd salaries, 
suffer the severest In times of rising |)rices, Wc do not 
know the income distribution of Lucknow (‘ily. While 
it is the city of Nawabs and Uajahs, it is also (lie lionie of 
the humble and tlie poor. We have no c«)si <i[ living index 
number for Lucknow in general. However, we finvc such 
an index for the neighbouring city of (‘awn pore for mill- 
workers, and we have one for l<»w-])aid Govci nnicrit 
servants in Lucknow. We can, tliercfore, measure to 
some extent how the cost of living has changed. The lOst 
of living index number (interim) at Cawn[)orc for tlie 
week ending October 31, 1943, is :^.4 (Ijasc, August 
1939=100). This means that the rufieehas fallen in value 
from 16 annas in the pre-war period to alwut 4 annas 7 
pies now. The index for low-paid Uovermnent servants 
(with an income of below Rs. 30/-) at Lucknow for ll^e 
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week ending October 31, 1943, with the same base is 341 
for food articles, 376 for non-food articles, and 349 for 
all articles. This means, in common language, that in 
their case, the ru])ee has fallen from the pre-war value of 
16 annas to 4 annas 6 pies at present. 

To meet enhanced cost of living, there are arrange- 
ments promulgated in advanced countries of the world, 
to assist the poorer sections of the nation. Fairly wide- 
spread grants to certain cat^ories of people are given, 
directly or indirectly, by way of dearness allowances. To 
some extent this is being done in India also. Others arc 
expected to earn higher wa^s during such times. They 
are thus expected to meet the burden of enhanced prices. 
As employment is usually good during such period, many 
people who would either be out of work, or would enter 
work at a later age, obtain employment. So the family 
income tends to increase. This helps the family budget. 
It is people on fixed salaries, the middle and the lower 
middle classes who are not covered by dearness allowances, 
that suffer most, Such categories of iieople mostly reside 
in towns and cities. They form a sxihstantial jmrtion of 
any Indian city. In a provincial headquarters and a city 
of the tv|ic of I.ucknow, their number must l)e consider- 
able. They deserve particular attention. We have, 
unfortunately, little concrete knowledge about their 
f)reseiU economic condition. 

In order to safeguard the interests />f these people an 
t‘fFo(’tivc policy of price control is necessary and, under 
certain conditions, it depends upon rationing for its suc- 
cess. Rationing, however, is a difficult and com})licatqd 
process and it requires a high degree of administrative 
ellj<‘ieTiev oouplc<l with a high sense of duty and honesty. 
It also detnnnd.s intelligent co-operation from the public . 
A ration system should aim to give |>€r age, and wherever 
possible, according to vital circumstances, a unit of 
ration, sufficient in quantity, and adequate in quality, to 
meet the physical needs of the average consumer. This 
i.s a heavy resjwnsibility. In the case of the City of 
Lucknow, the average quantity available per adult U 7.2 
chataks of cereals and 3.3 chataks of millets and pulses 
under an equitable distribution. Under the rationing 
scheme, it is gratifying to note that every adult member 
of the rationed population is allowed to purchase a ration 
up to a maximum of 12 chataks as follows: 
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Wheat up to 6 chataks 
Gram 6 ,, 

Barley „ 6 

Rice 8 

Millets ,, 12 ,, 

Ata ,, 12 

It is evident from these statistics that, leaving aside the 
problem of purchasing power of the people, on the supply 
side at least, the poorer sections of the population are 
offered a higher combination of food articles than even 
the most eouitable distribution under a Laissez faire 
economy could have guaranteed. 

^ In India, I suppose if the quantitative factor alone 
\s sufficiently provided, it would mean great success. 
Qualitatively, we have not even begun to think of the ques- 
tion. But if the war should last long, which we pray it 
^*^8 riot, the qualitative factor will become important. 
We shall have to ensure that each one of us gets enough 
for an efficient existence. 

Apart from the question of the adequacy of the ration 
unit, quantitatively and qualitatively, we cannot dis- 
regard the price factor. Ine price fi.scd for the various 
commodities should be such^ as may be within the reach of 
the poorer sections of the community. The ration cards 
entitling the owner to buy certain quantities of food-grains, 
would be of little comfort to him, if the rates at which 
these were sold were beyond his means. 

Supplies are fundamental to the proco.ss of rationing. 
The first requisite is that there should be enhanced produc- 
tion to meet the greatly enhanced demand. “Grow 
more Food,'" is a campaign that has to l>c pressed forward, 
all the while. But apart from patriotic appeal to the 
cultivators of the soil, economic inducement is the only 
thing that in India, under the present circumstances, can 
really be the most effective. The cultivator, while being 
grain- minded, is not impervious to the attraction of money. 
Moreover, our cultivators have been fully aware of com- 
parative value of non-agricultural commodities, in parity 
with their produce. They have come to realise that 
whOe the price of their own produce has gone up, and are 
happy about it, they are not so satisfied when they calculate 
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and convert these, which they readily do, in terms of 
value of articles they need, lliey find that these articles, 
mostly of manufactured type, have gone up in price much 
more than their agir cultural produce. So they hold up 
their produce for better prices. This causes artificial 
shortage. Moreover, hoarding by the petty shopkeepers 
and wholesalers also reduces the supply. We have to 
increase supply by taking care of these factors and, above 
all, public co-operation can give us the greatest help in this 
direction. It is only then that we can effectively solve our 
food problem. 


LABOUR IN WARTIME. 


BY 

S. R, Bose, M.A., B.Sc.» (Econ.) London, 

Patna College, Pntna 

More than four years of global warfai'e has disturbed 
the stability of economic life and naturally enough labour 
has not escai)ed its impact altogether. Unemployment, 
both among the middle and lower classes, has practically 
disappeared; thanks to the demand for technical person- 
nel for war purposes, about a hundred thousand unskilled 
workers have become skilled at State expense; thousands 
of able-bodied men who would have swelled tlje ranks of 
industry, have found profitable employment in the army; 
what with the high prices of food-grains and the conse- 
quential "Grow more food" campaign, and what with the 
military contractors scouting for labour for the construc- 
tion of aerodromes and runways, roads and barracks, and 
there has been a shift of labour frojn one industry tn 
another, «and coal mining in particular is feeling the pincli 
of trained miueis, while the lute industry is even prepared 
to pay its workejs in fxu iods of enforced idleness caused 
by the* li'ii)|>oraj'y unavai lain lily of coal, lest its workers 
dis)>orse to other fields of activity. This drift of ialK>ur 
fi'om one j)]ace to another has l>ecn aided by enemy air 
raids and the fear of invasion in Assam. Ik^ngal, Madras 
and Ceylon. To prevent the exodus of workers from 
places liable to air raids, war risk allowance ha,s been 
granted by certain industrial concerns like the Tains at 
Jamshedpur; the Government had to pass an Essential 
Services (Maintenance) Ordinance to safeguard the 
functioning of vital services like the municipality, electric 
and water supply, railways, etc. An attempt has Iwen 
made to keep up the morale of workers by the introduction 
of the War Injuries Scheme and the War Injuries 
(Comf)ensation Insurance) Act which guarantee monetary 
compensation to all in case of injury by enemy action. 
The fantastic levels to which the prices of essential food- 
grains shot up in certain provinces may also have induced 
some workers to migrate to neighbouring provinces whero, 
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thanks to restrictions on inter-provincial movement of 
goods, the prices may have remained only moderately 
high. An attempt to avert this movemenT of labour has 
been made by employers providing food-grains to their 
workei“s at concession rates. To keep up the production 
of essential war requirements, the movements of skilled 
labour have been controlled by the National Service 
(Technical Personnel) Ordinance. The dearth of work- 
ers in coal mining has been partly met by allowing women 
to work underground, at first in C.P. and subsequently in 
Bihar and Bengal, which had been prohibited before the 
War. 

During the war labour has lost certain privileges 
which it enjoyed before and has gained others which it did 
not possess before. I have already said that the freedom 
of movement and the right of bargaining for wages on the 
part of skilled labour (technicians) have been restricted 
in the interest of war production; the prohibition of under- 
ground work for women has been withdrawn, the power 
of resorting to strikes to gain its objective has been consi- 
derably curtailed, if not abolished altogether; many of the 
experienced and trusted labour leaders have been put in 
))n8on for attempting to sabotage production. On the 
other hand, an annual Tripartite Labour Conference and 
a quarterly Standing Labour Committee have been set up, 
whereby labour has secured a forum where it can meet 
capital on an equal footing and ventilate its grievances; 
the machinery for adjudicating labour disputes has 
relieved it of the necessity of taking the risk of an un- 
successful and costly strike, and has given an opportunity 
to labour leaders of learning how to put the case for labour 
})efore the public, and of demonstrating to the rank and 
file the advantages of labour organisation. The high 
profits earned by employers during the War and the 
excess profits tax to which they have been subjected, have 
induced the employers generally to adopt ameleorative 
measures and meet the demands of labour half-way. A 
Labour Member in the Viceroy's Executive Councif with 
a Labour Welfare Adviser and other assistants under 
him, and Labour Commissioners in the provinces are 
watching the interests of wartime. Labour legislation 
has been hastened; an Industrial Statistics Act is on the 
Statute book, recognition of trade unions is on the legis- 
lative anvil, rickness insurance is being seriously enquired 
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into and the question of social secuvity for labour is in 
the air. 

The most outstanding fact of wartime, at least in 
India during tlie last year and a half, has b<wt) the sleep 
rise in the cost of living. No doubt in a huge countiy like 
India the rise has not been uniform at different places as 
the following statistics will show: — 

Working Class Cost of Living Indices 
Base : August U^d^slOo 

Madras. Bombay. Lahore Ciiwn|»oi«. Nagpur-. JarnsliediJni . 
July, ms 185 225 2T5 341 31>1 4 :>» 

Part of the wide dis(>ersion is no doubt duo Ui difTer- 
enees in the method of compiling the indices followed in 
different provinces. As a^nust this rise in India tlie cost 
of living index in Great critain showed comparatively 
little movement, the indices for 1930. 1940. 1941 and 194*:^ 
Iwing lUO, 118. 128, 128. resjiec lively. While the living 
cost has risen considerably, the prices of food -grains liU.* 

I i< e have risen out of all proportions. Thus in August . 
1943 wlicn the cost of living index for Jamshedpur and 
Jharia (with the average of 12 months ending July. 
1939=:! 00) stood at 559 and 489 respectively, the indices 
for the price of rice recorded 995 and 008 ivsjwctively , 
How has labour met the situation thus created f 'ITe juo- 
hlom of stce))ly rising cost of living has been met in one. 
or other of two ways. The first is the fieezing of llu* 
prices of essential foodstiiffs like rice, ata, pulses and 
sugar nt the levels prevailing at the l)egiiiniijg f*f tliis 
l>oriod of catastrophic rise in prices (August to ()etoln*r, 
1942) and making these articles available to workers at 
constant [udees from the Company stores, eoinlilnefl with 
a policy of keeping wage rates stable. This jiolicv 1ms 
been largely adopted id Eastern India, viz.. Bengal and 
Bihar, where the difficulty of procuring food -grains by 
workers at reasonable prices was particuhirly great, 11io 
situation emerging from the high prices of foodgrains 
was further aggravated by the disappearance of small 
coins, and (his was especially felt by the working classes 
who can only make purchases on a small scale and gener- 
ally on a cash basis. As the employer, however, could 
not provide from his own shop all tne articles which a 
worker requires — at best he only provided about 50 per 
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cent, of the total expenditure on articles included in the 
cost of living index — , this solution of the problem was 
only partial, and was therefore generally combined with 
the grant of a deaimess allowance on a moderate scale, say, 
about 25 per cent, of the normal wage of the lowest paid 
worker. For this puri)ose the wage incomes were classi- 
fied into a small number of blocks and a flat rate attached 
to each block in such a way that the' proportion which the 
allowance bore to the income decreased as the income in- 
creased. This cash portion of the dearness allowance was 
occasionally increased as prices kept on rising and increas- 
ing pressure was brought to bear upon employers for a 
revision. 

This principle of compensating labour for higher 
cost of living by paying a dearness allowance partly in 
cash but mainly in kind has two important features. 
Firstly, it has been urged that it puts a check on inflation- 
ary tendencies. Perhaps the contention is based on the 
argument that the employers would be able to procure a 
supply of the commodities at controlled prices from whole- 
sale dealers through the intervention of the Government, 
1‘hiis competitive bidding for food-grains by workers, if 
they were to receive dearness allowance mainly in the form 
of money and then purchase their own supplies in the 
market, would be avoided; thereby reducing the chances 
of a rise of prices. There is some force in this contention, 
but its importance dc|>ends on two factors, viz., that 
employers ai-e able to procure the stuff at controlled prices, 
which is not always the case; and the importance of the 
consumption of industrial workers compared with 
that of the country as a whole. If the industrial workers, 
siiecially those employed in the organised industries, form 
a very small proportion of the total population, which is 
in fact the case, and if the employers have to buy the 
articles in the black market at comiietitive rates, it mat- 
ters little from the inflationary point of view whether part 
of the price of foodstuffs consumed by the workers is paid 
by the employer and jiart by the worker, or the whole is 
paid entirely by the workers out of the enhanced cash 
dearness allowance. It is even conceivable that the pro- 
vision of food-grains at subsidised prices by the employers 
may have the opposite effect of raising prices immediately, 
if it leads to the withdrawal of supjdies from the market 
by the employers buying up laige quantities with a view 
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to iirescrve a stock to k' i^raduallv inailc oxcv !•» (lie 
workers. One thing may. however, *l>o ailmitted ami ii Ik 
that if the workers purchase articles from tfjc (’ompany 
store at concession raWs. an<l the jirice is realiseil hy 
deduction from wages, the dilTicnlties arising from tli’e 
dearth of small coins will be rt‘duced to a certain extent; 
ami though Government has given power under the Tav- 
nient of Wages Act to many employers to make such 
deductions, this power is not lx*ing utUised fiillv hv tliein. 
On the other band, it may k noted that some unscrupu- 
lous oniuloyera try to make up the concession in quant it v 
wliich they arc forced to olfcr hv a re(hu‘ii<in in rpialitv, 
tliereliy leading to the ci'calion of disi^onieiit ainom^ 
workers. ^ 

A s^oml feature of the fmvmcnt of dcarnesi? allowance 
in kiiui is that most employers have introdiirc<i a rntiuning 
system, by which the quantity of artiefes sold to a workci- 
at concessional rates depends on the size of his family; as 
otherwise, the employers urge, a single man may get more 
ration than he wants for his consumption and sell oft' the 
rest in the black market with considerable profit to him- 
self. In other words the employers would like to follow 
the principle of family aliowan<‘es in wage payment. 
Without going into the merits of the scheme of family 
allowances it may k noteil that the single worker, or u 
worker with a small family, or a worker who has left Ins 
family liehind in his village home, gains less under this 
seheme than he would do umler a scheme of <»nsh dearness 
allowance. Perhafis this is not unjust, and it may liave 
the further merit of checking inflationary tendejicies hy 
reducing the cost of providing dearness allowance and 
putting less money in the hands of workers. Hut tfio 
difficulties of administration under this scheme are gieat- 
er and the opportunities of false declaration by workers 
are considerable. Some employers make regularity of 
attendance a condition for the grant of full grain allow- 
ance and make proportionate deduction if the attendance 
falls short of the minimum insisted upon. There is some 
justification for this step, hut whei'c the attendance irisi.sted 
upon is more than what is normal for that industry, work- 
ers might complain that the dearness allowance is no 
concession in as much as it comes oul of a reduction in 
overhead costs resulting from greater regularity of work 
and more continuous use of machinery. Another practical 
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difficulty of dearness allowance paid in kind is that 
workers tend to forget that the justification for the allow- 
ance is “dearness,” i.e., high level of prices; and when 
prices tend to come down they realise that the value of 
the allowance is being protanto reduced; and urge that the 
reduction in concession should be made good or that bene- 
fit in kind should be converted into cash benefit. 

I now come to the second method of' meeting steeply 
rising cost of living which has been widely adopted in 
Bombay, Madras, U.P. and C.P., viz., to make the wages 
])nid vary with variations in price level, or in other words, 
Unking wages with the cost of living index. It may take 
various forms, such as varying the wage of every worker, 
irrespective of the wage earned, exactly in proportion to 
the variation in the cost of living index, or making the 
proportionate change in wage less ^d less as the wage 
Increases, or classifying the wage incomes in slabs and 
attaching a flat rate of allowance to each slab of income, 
the flat rates varying, with a certain amount of time lag, 
according to the variations in the cost of living index, etc. 
The one generally -adopted in India is of the last variety 
with the further qualification that the allowance attaching 
to each slab of income forms a smaller proportion of the 
income as we pass from the lower to the higher income 
slabs; the allowance in the lowest slab covering about 75 
tier cent of the rise in the cost of living and incomes above 
a certain limit, say Bs. 150 P .M., not getting any allowance 

Several points may be discussed in connection with 
this scheme. This scheme is frankly more inflationary in 
its effects than the rival scheme discussed above. I have 
examined in my paper on “Wartime Financial Policy 
how this principle of basing dearness allowance on rise of 
prices sets up an inflationary spiral and works like a cat 
chasing its own tail. This danger is, however, limited m 
India by the comparative insignificance of the industrial 
worker with whom we are concerned in this paper. Under 
this scheme the employers have attempted to keep the basic 
wage rates constant and compensated the workers for 
higher living costs by what they deliberately call dear- 
ness allowance,” with the idea that when ‘dearness” is 
reduced or disappears, the allowance will also be reduced 
or d^ppear; and the automatic linking of the two by 
means of the cost of living index makes the connection 
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apparent and plain. The employer lias tlieix»f(ire kept the 

01 I'etreat clear and free in of a fall of ))ruo -4 
after the war and hopes to reduce workers* ivsistaiico to a 
minimuiQ. 

It may be asked why should not the worker, 
cularly the lowest paid worker, l»e coinpeiisjaed to the lull 
extent of the rise in prices indicated by (he cost of li\ inj» 
index? The lower grade workers in ‘India are on the 
subsistence level and they have no mai^in to fall back upon 
5 ^ t^ase of a lowering of real wag(.*S hy a rise in living costs. 
The truth of this contention mav lie ndinitled and vet <a 75 
per cent, coverage of the extra costs of living mav !«> sup- 
ported on the following grounds: — 

(a) Rise and fall in the cost of living arc ascertained 
with the hol[) of index nuinliers. and in compiling index 
nuinlwrs we can at best take note of only a pojiion of the 
cx[>enditure of the family. Rrnighly al)out OO (n 80 per 
cent, of the total ex|>endiiurc comes under the jmrvicw of 
the index number statistician. Ex|>endi(ure on utensils, 
lurmture, tailoring, barber, etc., are usually (iiniUcd. 

® prices of articles and services oinitled liave moved 
uiiterently from those of articles included, then the index 
ceases to lie a true guide to the cost of living. House-rent, 
for example, is not included in the Bihar indices, and if as 
18 very hkely, house- rent has not increa.so<l as much as the 
other Items of family exjienditnrc. the real rise in (he cost 
of living would bo somewhat lcs.s than what is indicated bv 
the index. 

(b) With all our Ixjst efforts the coin|jilation of index 
numbers remains iinficrfect. For example, the Bihar 
indices take potato ns representative of vegetables. But 
everyone knows that the price of potato has remained 
higher than the (irice of most other vegetables. Again the 
price of fish is taken into consideration in the making of 
the Bihar indices. Now the same kind of fish is not avail- 
able throughout the year and the price quotations in the 
different months refer to different varieties of hsh, so that 
comparability is lost and the index becomes im])erfcct. 
Similarly with regard to other articles which are not 
standardised, such as mustard oil. ghee, rice, etc. I doubt 
therefore if index numbers can be relied upon for accuracy 
to within 5 or even 10 per cent. 

(c) In times of rising prices attempts arc constantly 
made at substituting a comparatively cheap means of 

F. 3 
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satisfying a want for an expensive one. Thus khesari dal 
is replacing rahar dal, Dalda is taking the place of ghee, 
groundnut oil is being used for mustard oil, meat of she- 
goat is purchased for that of he-goat, small varieties of 
fish are being substituted for the larger ones. No doubt 
this substitution always involves some loss of satisfaction, 
but the loss may not be as great as the saving in price 
effected- This substitution provides the main explanation 
of the way the poorest classes are making their two ends 
meet with the cost of living index for Jharia in June, 1943 
standing at G38 and that for Jamshedpur in August, 1943 
at 559 (the average of 12 months ending July. 1939=100) 
and tile earnings of workers increased m anything but the 
same iiroportion. Incidentally this fact also provides the 
substance for the main criticism of coat of living index 
nuinlH*r s that they ineasui'e the cost of a group of 
articles which the working classes are no longer con- 
suming and are based upon “weights’ ’ which must 
have undergone very considerable changes since prices 
U^gan soaring. 

{<!) Thei'O is the further consideration that the volume 
of employment has certainly increased during the war; and 
in many trades, if not all, the opportunities of overtime 
work are greater. Thus the Bihar Labour Enquiry 
Committee computed in 1938 that at Jamshedpur an 
average working family had 1*012 men workers and 'VZ7 
women workers. No subsequent enquiry has been under- 
taken at Jamshedpur to show whether family employment 
has increased or not, though indications are that it has. 
Provided, therefore, that employment is more regular, or 
more overtime work is available, or more members of the 
family are in work, the family would not be worse off than 
before even if the dearness allowance lags a little behind 
the rise in the cost of living. . . 

I may now take up the question of the justification of 
the progressive reduction of tne proportion which dearness 
allowance bears to the wage income as the income increases . 
War necessarily involves expense and sacrifice. As more 
of the community’s resources have to be devoted to provid- 
ing the implements of warfare, less is available for supply- 
ing consumable goods; and everybody, particularly the 
civilian population, has to go short. It is an accepted 
principle of public finance that the sacrifice borne by an 
individual should be proportionate to his ability to bear it. 
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Apparently those on the margin of subsistenco linve no 
ability at all; and ability may be suppa^^ed to increase moiv 
than m proportion to the increase of income, an assump- 
tion on which progressive income-tax is justilknl. That 
being so, the higher wage-earners need not lie com])ensale(i 
to the same extent for a rise of prices as the lower wage- 
earners. This argument pcrhajis will not npj)eal to llu* 
wage-earner; and he will point to the iindesira)>le fact that 
m j 1 ita ry co n t r a c t or s , sh o p - kee | >e rs , m a n u f a c* tu re rs and 
cultivators have, far from bearing any sacrdice, improved 
their economic iiositlon, and he alone is lK‘ing made the 
scapegoat. This is a fact which has to lie iwognised; hut 
it is a consequence of the inhcivnt weakness of the position 
of the wage-earners; and governmental machinery, parti- 
cularly in India, with all the gooil inien lions in the world 
finds it extremely difficult to shape economic forces to 
social advantage. 

Though I have mentioned above the two logical 
methods of meeting an abnormal rise* in the cost of living, 

1 must not be imderstootl to imply that one or other of the 
two mcitliods has necessarily l>ecn adofitcd over the whole 
l ange of wage [layment. Very ofum practical exigencies 
and not logic determine what wages have to lie paid; and 
many an employer is paying a wage (and dearness 
allowance) wlncli is determined more by his bargaiiuug 
j)ower than anytfiing else. And Iwcause of this there is 
sadly lacking over the industrial field any uniformity in 
the principle of fixing dearness allowance, and has led to 
the appointment Ijy the Goveimment of India of a dearness 
allowance committee under the chairmanship of Sir T. K. 
Gregory. 

It is very doubtful whether in spite of dearness 
allowance wage-earners have been able to maintain their 
economic position intact in face of the phenomenal rise of 
prices, unfortunately, wage statistics in India are still 
very meagre and even what is available is not promptly 
published; thus the figures for total wages paid in Ihhar 
under the Payment of Wages Act, 1036, arc available at 
the time of writing only up to 1940 and the latest annual 
report of the working of the Factories Act, 1934, which 
contains a wages return for 18 categories of workers gives 
figures for 1941. The annual report of the Chief Inspector 
of Mines also gives the average daily earnings in December 
of certain categories of workers in the coal and mica mines 
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of Bihar. The cost of living index for Jamshedpur shows 
the following movements: — 

Cost ot Living Index for Jnmsbedpnr 
(1909-14*100) 

1938 1939 iniO 1911 19l2 1943 (first six months only) 

104 107 117 134 194 30 1 

Compared with the rise in living costs indicated above 
the total wages paid per worker per month in Bihar shows 
that it was lU. 25*5 in 1038, Rs. 272 in 1939 and Rs. 27*8 
in 1040, i.e.. in the proportion of 104:111: 113. Again 
the simple average of mean daily wages paid to 17 
categories of workers at Jamshedpur shows a rise in the 
proportion of 104: 114 from 1938 to 1941. If we take the 
cost of living index for Jharia and the average daily wages 
of underground miners and loaders in the Jharia coalfield, 
we find the following relationship between the two series:— 

Cost of Lividg Wage 

Indox Index 

(1909-14 «100) (1909 --Us too) 

1938 10 I 101 

1939 114 105 

1940 123 102 

1941 U'l 108 

1942 198 110 

But the simple average is highly defective in as much as 
it gives undue importance to nigh paid occupations which 
are few as is proved by the fact that in the proceedings 
before the Commissioners for Workmen s Compensation 
about 60 per cent, of cases referred to workers earning not 
more than Rs. 15 per month. The evidence adduced above 
is, however, inconclusive, firstly, because wage figures are 
not available for 1942 and 1943 when the rise of prices was 
steepest, and secondly, because, I presume, the wage 
figures are only for cash wages paid and take no account 
01 the supply of food-grains at concessional rates, parti- 
cularly since 1942. Though therefore it is possible that 
the standard of living c? wage-workers as a whole may 
have gone down somevmat, yet it may be true (as is said 
of the workers in Bombay) that some sections of it have 
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materially improved thdr posili.m. Their jusliliiaticii 
lor deraandmg and iweiving compeiisaCiori higher than 
what IS necessary to cover the higher cost of li\ing is hn>e(l 
on the ability of the emplover to j)Ay. Tlic eninlovo)' is 
making very high profiU (the indc'c of prohis Imsoii on ;kiii 
companies increased from 11)0 in 1038 to i05 in l<)4n) mul 
why should his concession U) workers l>c jimiti><l onlv tr) 
rise in living costs' In short this is nn arguiiicnt lor 
prohUshariug; and employers have listened to it knowiie** 
that otherwise it will U* colleelcd hy llic Stale in \\c ss 
Irohts lax. Another attempt at justllieation \nou1(1 
argue that certain classes of workers v.eiv gettiiu' loo low 
wages before the war, and sinw* the war has pjerented an 
opportunity for improving their position, why shouhl they 
not take advantage of it ' Neither of tlie ar>inmeii('s 
af)j)ear to me to lx* eonehisive. If employers call alfonl 
to riay more, it proves that ilicy liavi^ U'cn ))rcjfiieei 
which they sfiould not have lK?eii allc»\vi*d to do; ami oil her 
the surplus should have l) 0 <’n taken a wav I»y llie Stale r)r 
compulsorily invested on behalf of the workers in some 
form of war loan, which would have had the sahilurv 
ettect of keeping the forces of irillalion under lojitrol. 
rurther, it Is hard to liclievc that only workers w)u» wore 
l»elow tfie suhsisience level k'fore the war have Iwiudiied 
by it. Th(‘ likelihood is that those who wen* alreailv 
strofm liave further improved their po.silion. 

Lastly, J may lake up the (jueslion <ij' e<impiilsorv 
saving in connection with lalwur. It has U'en suggested 
m some fjnartei's that a part of the dearness allowance 
paid to labour should lx; cotiipuksoMly jii\esicd in savings 
eerlificatoa on the ground that there are hardly eommo- 
ditios in the market on whk'h workers <‘an spend ifieir 
income; and that the fi w articles which are availaljle arc 
BO higldy priced that if one can ()osL]aine e\f)eti(lmire. In* 
will not only he able to purchase more goods with Ujc same 
money in futuix*. but will also help in reducing [>rlees 
immediately by curtailing the volume of purchasing [lower 
comfietlng for the pim-linsc of a limited .stock of grsids 
available. Further, by releasing the savings at the end of 
the war, when following past cxfKjricnce. we aiay anti- 
cipate a depression, it will mitigate the effects of the 
depression and keep uj) employment, thereby knehllng 
labour. All these arguments are quite sound, yet I hardly 
believe that with the present scales of deanie.ss allowunce, 
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workers with incomes less than, say Rs. 100 per month, 
have any surplus to save. No doubt very recently an 
attempt has been made by the Bihar Government to deduct 
-/'i/- out of the minimiiin price of fixed for a maund 

of sugarcane and invest this in Defence Savings Bank on 
behalf of the sugarcane cultivator. But it has given rise 
to a consiilcrable volume of criticism to the effect that only 
sugarcane growers whose prices are already controlled by 
Government, ajul who have not profitted to the same extent 
the growers of other kinds of foodstuffs, have been 


as 


singled out for this sacrifice; that military contractors, 
manufacturers, and others who have made enormous profits 
and are in a much l)ctter position to postpone consump- 
tion, have not l)ecn brought under the scheme of com- 
tnilsory saving; that while cane-growera have to pay much 
nighcr rates of interest on the debts with which most of 
them are burdened (the maximum l<^al rate of interest in 
Bihar l>oing 12 j)er cent.), they are compelled to invest any 
sur|>ius wliich might accrue to them in I^fence Savings 
Bank carrying hardly 4 per cent, interest, instead of being 
aliowc<l to utilise* the surplus in redeeming their debts. In 
my opinion the only source of saving available to workers 
wliich can be utilised for this purpose is the boniis—of^n 
tw() months wages in the year — which is now being in- 
( voasiugly pai<l by employei-s. These bonuses are un- 
certain del ending on the profits earned; are entirely 
optional depending on the good-will of the emjdoyer; and 
coming at long intervals, cannot be relied on by the worker 
in planning his family economy. They . are therefore 
eminently fitted to be locked up in some kind of Savings 
Scheme It. of course, necessarily follows that m deter- 
mining dearness allowance to be paid to workers, such 
bonuses should be left entirely out of account. ^ ^ 

What about the future? Difficult times he ahead. 
With the end of the war the apparent war boom will have 
been pricked; some of the new industries started m shelter- 
ed wartime to lake advantage of high prices will not be 
able to face the full blast of international competition and 
will go to the wall bringing in consequent unemployment. 
Demobilisation of the army and the stoppage of war 
contracts will further intensify unemployment. Employers 
to be able to face foreign competition, will certainly make 
attempts to reduce wages. If on the top of this a period 
of depression intervenes, the misery of the workers will be 
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"''’t the Defence 

01 Indi.iKules under which the wages of workers in case 
of dispute are determined by adjudication will have been 
withdrawn at the end of the war. But jilans of economic 
reconstruction are being proceeded with and it is hoped 
war 'ndustnal progress achieved during the 

Umt m thl Inn permanent. Labour should realise 

Uiat in the long ^n lU own interests are bound iiii with 
the smooth and efficient running of industries, and should 
try to build up its skill and efficiency in such a wav a.s to 
be able to meet foreign competition without shrinking^ 
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The monetary nuthority or rather the Central Bank 
of a country determines the quantity of money and its 
roKulntion of the rate of discount affects economic activity 
l)v influoncinj; the rale of investment. If monetary policy 
hv itself could damp down fluctuations in investment, that 
would ifo a lonji wnv towards solvinj^ the problem of eco- 
nomic iustnhility. We shall thei'eforc examine at s«me 
length (a) the mechanism of monetary control and (n) 
cffcctivoness in cUminatiu)? or mitigating the amplitude ot 
cyclical fluctuations. 

Mrrlif/hism of Mttn* ffn y Conhol. 

Monetary ptdicy influences the rate of investment by 
controlling I lie volume and terms of ci-cdit.^ Ihc former is 
clfectcd liy <)|)en-inavket operations, that is to say, the 
purchase and sale of assists on the Initiative of the Central 
Bank and the latter by variations in hank rate. Since the 
C'entrnI Banks have historically relied on the regulation ol 
the terms of credit, we will be following the traditional 
order of imiiortance hv taking up bank rate policy first. ^ 
The siguificance of variations in the bank rate' lies in 
tlu* fact Tluit it affects “the complex of raU*9“ in the 
market hu* })orn)wing and lentling money for short periods. 
Not only dix's the deposit rate of the joint-stock banks as 
in Ktiginrul I>car a <kTinile relation to the bank rate but 
their basic rate for overdraft and loan facilities as well, 
(‘onsccpiontly variations in bank rate is automatically 
followed by variations in these short-term rates. The 
direct effect of the bank rate is thus on the short-term rate 
of interest. 

How does this affect the rate of investment T ine 
level of the short-term rate determines in the first place the 

* My remarks apply in this and following pages to changes in Bank 
of England rate. 
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ease with which an entrepreneur can embark on new in 
vestment propositions; for. when he decides to invest he 
has to be reasonably sure that he can obtain sufficient short* 

Sters P. short-term finance 

Shfle a fn ?n from embarking on new investment 
wnile a tall encourages him to do so. Tlie level of tl„. 

heacS‘o7bas'ine‘"” influendig 

me action of busmcs-smen in carrying stocks of goods raw 

material or nianufactiired. The purchase of such siock^ 

hoiTowing from banks and the rate of interest 

<Vged by banks naturally enters into tlie calculations of 

businessmen lint the rate of interest is only one o the 

lements of “currying cosf .hero a.-e other? Hke wurS 

quni ?q„d r'”"? ""owance for deterioration in 

quality and how far intei-est cost is a detorminincr clement 

S r a iVT K' 

investment n considernlion. 

the me o capital IS much more sensitive to 

prices than to^^he'r^r prospective movement of 

fusineslme" wodd h3d”Lgtrs‘tockf inl^^ 

SpSiMfggjli 

no doubt irsr?' vrilfde-s' 

amf cycle by making booms more intense 

?he hold nf.ff f r’’- **>’'«*" ‘'’o fluctuations in 

The VM. I ‘he cause; these fluctuations are 

lior.r;n ■ changes in prices brought about by fluctua- 
wWh • capital. ®!And it is the latter 

S ''be dominant characteristic of the trade cycle- 

doubt of the controlling power of the 
entral bank over the short-term rate of interest. The 
etiect of changes in bank rate is reinforced by direct 
of credit on the part of the joint-stock hanks, 

Ine joint -stock banks influence the rate of investment not 
solely by varying the rate of interest charged; they have a 
more potent weapon at their disposal, namely, variation of 
the amount lent at a given rate of interest. This regula- 
tion of the amount of credit is effected by (1) the security 
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offered by the borrower and (2) his locus standi with the 
bank. As to the first Professor Hicks remarks “in 
gcncrak the willingness of any lender to lend his money 
depends not only on the rate of interest he can get, but also 
on the security with which he can expect repayment. 
There are thus always two methods of credit control avail- 
able, through the rate of interest charged and through the 
degree of security exacted — never only one. Of these two 
methods, the potency of the interest rate over a narrow 
ningc may l)e questioned* but the potency of demanding 
better security from weak borrowers cannot be questioned 
— the trouble with this method is that it is too potent.' ' ^ It 
is thus always possible to restrict credit in this way by 
putting pressure on weak borrowers. It is possible, 
conversely, to expand credit by relaxing the eligibility 

rules. ,, - , 

The second is the method of rationing credit. It is a 
result of the imperfection of the market. The liniiks are 
prepared to “lend freely” only to a select lx>dy of customers 
who are considered to have the first claim on the banks. 
The others have to take their turn after tlie chums of the 
fijvoured few arc satisfied. Thus there is always “a fringe 
of unsatisfied borrowers,’' as Lord Keynes calls them, to 
whom the banks are prepared to lend when they seek to 
expand credit, thereby the “fringe” is narrowed. Con- 
versely, the fringe is widened when the banks are contract- 
ing credit. This power of lestricting the amount gives the 
banking system a means of influencing the rale of invest- 
ment f\]y,\vt from variations in I he sluirt-term rate.^ 

So far wc have liocn concerned with short-term invest- 
ment and its responsiveness lo changes in bank rate; but 
when it comes to controlling the trade cycle it long- 
term investment which is most important, for, it is the 
fluctuations in long-term investment which predominantly 
account for the trade cycle. Now, investment in fixed 
capital isS responsive to the long-term rate of interest and 
not to the short-term. Capital outlay is undertaken in 
response to (a) the net prospective yield of fixed capital 
and (b) the rate of interest at which this prospective yield 
can be capitalized. The lower the rate of interest, the 
higher the capitalized value and greater the demand for 


• J, R. Hicks, Mr. Hawtrev on Batik rate and the Long-term rate 

oi interesr,” Monefust^ Schc^, Vok. X, No. i, 1939- 
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capital goods. Conversely, the higher the rMe of interest, 
tfte lower the capitalized value and the lower the dejnaiid 
tor capital goods. In the modern world investment in 
h^d capital is represented by buildings, lrans])ori and 
other public utilities which, because of their (hiral)ilitv, arc 
^nsitive even to small changes in the long-U*nn rale of 
interest, ® 

Monetary control exerts its main influence on llie 
short-term i‘ate of interest, Imt so far as long period invest- 
men t IS concerned it is the long-term rate of interest 
which matters. Has the monetary authority then no in- 
fluence on the long-term rate and hence on loiig-tei m 
investment? Prima facte it w'ould seem that theie is 
no relation between short and long rates, but in practice 
the two are found to move together." so that the monetary 
authority is indirectly able to influence the long-term rate 
of interest as well, There is strong theoretical and 
empirical evidence^ for this, The associated movement of 
the two rates is due in the first place to the fact that the 
supply of short and long capiul is not tied to any i)arti. 
cular market but is free to move from one to the other 
Owing to the development of an highly organised market 
Mjr securities, any lender can supply capital for lon*^ 
IJCJiods without sacrificing the advantage of liquidity"^ 
that is to say. he can secure the use of his funds in case of 
on emergency by disposing of it on the Stock Exchange. 

If capital is free to move between markets one should 
expect the short and long rates to Iw closely similar and 
to change in close agreement. In actual practice the 
market is not so perfect and the long rate has stood a 
little above the short rate. There is an additional reason 
for the disparity Utween the two rates. A holder of 
securities has to reckon with the possibility that if at some 
future date he wants to sell them, the capital value of the 
Recurities might have fallen in the meantime. Thus the 
long-term rate is likely to exceed the short-term rate by a 


• Mr. Hawlrey fiiKls a synclirooous movement of bank rale nnrl 
price of consols in ihv post-war ptTMMl ; first in the depress ioij of 1921- 
22. later in the period from the end of 1929 lo 1931 and then in ih^* 
recovery period 1932 — 35- Vide K. G. Hawtrev, A Century of Dank 
Rate. 

* See Lavington. Enfjlith Capital Market and Kcj'ncs, Treatise on 
Money, VoL II, Chap. 37. 
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risk premium, whose functioa it is to compensate for the 
risk of capital loss. 

There is also another reason why short and long-term 
rates should tend to move together. For various classes 
of investors short and long-term securities serve as sub- 
stitutes. There are first the private investors including 
speculative investors. This class pays much attention 
to the capital value of their securities and small differences 
in interest rates will induce them to switch oyer from long- 
term securities to short-term securities and vice versa. If 
the yield on bonds is greater than the rate payable on 
short-term loans, the speculative investor will find it pro- 
fitable to borrow short and carry long-term s^urities. The 
pressure of such transactions will tend to raise the price 
of long-term securities and thus their yield tends to fall. 
The other class of investors are the institutional investors 
such as banks, financial houses, public institutions, large 
industrial and commercial firms who hold a gamut of 
securities and they vary from time to time the proportion 
of their assets invested in short-term and long-term securi- 
ties. When short-term yields are high, they invest more 
in short term. When short-term yields are low, they move 
into long term. Their action depresses the price of long- 
term securities in the former case and raises it in the latter. 
“It is these professional investors, operating upon the 
whole gamut and paying close attention to small differ- 
ences in rates • provide most of the logic of the system 
of interest rates.”* The purchase and sale of securities by 
these institutions especially the banks have been decisive 
factors determining the price level of bonds. 

Though short and long rates tend to move together, 
the movements of the former have the larger amplitude. 
Just because the short rates are so volatile, every move- 
ment of it is not immediately reflected in long rates. For 
the movement of the short rate to exercise an appreciable 
influence on the long rate, it must be accompanied by a 
change in people’s expectation of the long rate. If inter- 
est expectations are fairly elastic, if for example,^ a 
reduction in short rates creates an expectation that high 
short rates are less likely in the future, the long rate wiU 
also be pushed down. It is not possible to reduce the long 
rate temporarily ; unless people believe that the decline is 

■ J. R. Hides, Value and Capital, p. 169. 
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permanent, the rate will fail lo come down ai). 
preciably. * 

by changes in bank rate the Central liank can 
indirectly influence the long-term rate of inteiest. But 
tnis IS not the only method liy which it could do so. The 
Central Bank can directly influence the long-term rate of 
interest by pui'chase and sale of Government securities, 
ine Central Bank thereby incivases the quantity of l>aiik 
credit while leaving the rate chai>(o<l on loans to And its 
own level. Ihe jiurchase of government securities raises 
their price which in due course will l)e reflected 
in the price of other high grade securities as well. As 
soon as the price of these securities takes an u[>wnrd turn, 
many persons who have hitherto kept their fuiuls in lupiid 
form will be inclined to modify their preference in favour 
01 securities. Their purchases will in turn raise their 
price level. 

How does this rise in the market price of certain 
classes of fixed inteiest securities alTect the volume of out- 
put and employment? A rise in the price level of those 
securities is tantamount to a fall in their yield and this 
will cheafwn the cost of long-term borrowing. We [lolnt- 
cd out before that certain hxod investments like house 
building and public- utility undertakings are r'osjionsivo 
even to small changes in the long-term rate of interest, The 
new investment which ensues on a fall in the rale of 
interest increases employment and incomes- I'his in turn 
will stimulate enterprise in many dii'ections- 

Open-market o|>erations can be enifdoyed in ojiposito 
circumstances as well, namely, to curb an incii)ient boom. 
In such a case the Central Bank should sell securities 
which it has bought during dejiression. And it is in a 
stronger position for curbing the Ixjoni f)ecause it would 
possess a larger volume of securities. ^1 hus the ('entral 
Bank will not Iw handicapped in bexun period by lack of 
“ammunition." 


Effectiveness of Credit Control. 

We have so far dealt with the technique of credit 
control. Let us now turn to an evaluation of its eftective- 
ness. There is no doubt of the power of a Central Bank 
in decreasing or increasing the quantity of bank money. 
What is not so certain is its power to control the volume of 
money which is actively employed. It is not so much the 
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control of the quantity of money that matters as the power 
to increase or reduce the rate of investment. To take the 
case of a reduction of investment first; a Central Bank if 
it attempts to curb a boom will be criticised for checking 
a country’s nascent prosperity. Even when the 1929 
boom in America had assumed great proportions there 
was strenuous opposition from every quarter to any 
attempt at raising the bank rale. Moreover when once 
the boom has been allowed to develop, it is doubtful 
whctiier changes in bank rate can be of any avail. Ehiring 
the post- 19 18 inflations characterised by soaring price 
levels, movements in bank rate could not affect the total 
profits emerging from industry and this only tended to 
accentuate Ae inflationary phenomena. But this d(^s 
not mean that if the Central Bank takes timely and swift 
action in the initial stages of a boom, that the boom cannot 
be brought under control. 

When it comes to checking the slum]), the ijowers 
of a Central Bank arc even less effective. Lord Keynes 
while pointing out the ineffectiveness of interest rate policy 
during depression to revive the marginal efficiency of 
cafjital, still exprcfises faith on the efficacy of open -market 
(►perations." According to him, the amount of money held 
bv the public to satisfy the speculative motive depends on 
tfie terms on which the monetary authority is willing to 
create money, so that, if the Central Bank by open-market 
operations supplies the public with a sufficient amount ol 
money, it can reduce the price required to make people 
sacrifice liquidity and invest in securities. , , . , 

There are however severe limitations to the logical 
carrying out of such a policy. In the first place, there is 
not one rate of interest but a complex of rates for loans m 
the market. The structure of interest rates can be altered 
only if the Central Bank is able to deal m securities of all 
maturities and even more so in securities of varying 
degrees of risk. This will involve a vast extension of the 
scope of open-market operations to cover all long-term 
securities. Lord Keynes suggests that “a complex offer 
by the Central Bank to buy and sell at stated pne^ 
gilt-edged bonds of all maturities, in place of a single 
^ak rate for short-term bills”’ wiH make an 


•K«ynes, General Theory of Employment, Interest and Money. 
’ Keyn«s, General Theory, p. 206. 
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important improvement in the tevhiiique of moiK-tarv 
management. 

Moreover, the long-term rate is not easily susooi)tililo 
to control because it is “a higlilv l^svchological/' nay 
conventional phenomenon.'' Its actual ic\el at aiiv lime 
IS governed by people’s ex|>ectation of what its level is 
likely to be in the future. If the long-tenn rate provailiiv^ 
m the market is considered to lx; below the expected 
normal, liquidity preference is strengthened and the 
monetary authority is prevented from reducing the lon'**- 
term rate any further. Moreover, the public do not casifv 
change their mind as to what is a “normal” or “fairly 
sate rate. Interest expectations in other words are not 
\ery elastic. Consequently it is essential for the moiielarv 
nuthonty intending to follow “a oheai) money policy " to 
convince the public that the long-term rate is goim-* to 
j^ttle a low figure and is likely to rctnain aTthat 

Loan conversion was efTccted in 
Orcut Hi-i.tam because peo|)le were persuaded iliat the 

conventional 

expectation of the future was modified, it became pos-iible 
o rccluce the interest rale still further; thus fi-om in 
UJdi It was reduced to by December 1934 

Hilt there IS however a minimum l)elow which interest 
rate (auinot fall.” If the liquidity preference of the iniblic 
IS such that they aio unwilling to hold illiquid assets below 
a certam pros|)cctive yicl<l. no amount of monetary 
oxf>ansi<>Ti can se<aire interest rales Ix'low this mininmni 
yicK . I ills IS a case of liquidity profeivncc “liccomlm^ 
ahsohile in Iho sense that everyone woulfl [ircfcr to hold 
casf) rather than securities. The monetary authority 
would Iw powerless if this state of affairs wore ever to take 
l»la<‘e. Loid Keynes points out that if .such a situation 
were really to arise, the government itself can borrow 
through the iMinkmg system an unlimited amount at a 
nominal rate of interest. 

There is a further limitation to the reduction of the 
' rat<' of inWrest hedow a <vrfain figure. Over and 

above “the pure rate of interest” a lender often requires 
an allowance for risk especially the risk of default. This 
becomes important when a borrower’s credit is poor. 


so 


• This Tninimum in 
od lo bo 2%. 


the present insiituiiorwl framework is con^><lcr- 
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that though the pure rate of interest may fall to a low 
figure, the effective rate since it contains an element of 
risk premium does not fall to the same extent. Again in 
the case of short-term loans granted by banks, the mini- 
mum rate charged to borrowers will remain at a figure 
higher than the pure rate in order to cover the actual 
expenses in carrying on their business. But the rate 
charged to borrowers can be reduced to the pure rate pro- 
vide<l the i)anks abolish the deposit interest® and increase 
the charge for current account facilities, thus recouping 
themselves for the lower rate charged to borrowers. This 
is not entirely impractical because money has a small 
"carrying co&t" for safe custody; otherwise people would 
not he prepared to pay a negative rate of interest. 

Kven when interest rates a‘re reduced the technically 
fonsible minimum, it is by no means certain that it will be 
effective in checking a downward movement of prices. 
When prices are falling, a psychological condition of 
de[>i‘ession is generated which is not at oil propitious for 
planning investment. When the slump has touched the 
nadir, a more difficult problem is presented. If conditions 
of extreme uncertainty and lack of confidence have deve- 
loped, a more change in the rale of interest will not be 
sufficient by itself to attract borrowers for purposes of new 
enterprise. This is the situation characterised by Mr. 
Hawtrey as a state of "credit deadlock," the failure oi 
cheap money to induce an expansion of credit. In such 
a contingency "a better accelerator" is required than is 
furnished by the rate of interest and that can be supplied 
by the government itself borrowing and promoting a 
programme of domestic investment. 

Conclusion, 

Our discussion of interest rate policy has revealed the 
severe limitations with which it has to function- We have 


• That this is not a rfvoluiionary proposal is seen from the follow- 
ing quotation from an article entitled “Future of Banking" in the 
Economist of September 4. 1943 ' 

*' The depositor of today is rendering no service to the banking 
system in "depositing his money" with it; he cannot help himself ; and 
the banks are performing a vc^rv laige service of convenience to him in 
handling his transactions. .. . . R follows that there is no longer any 
juslihcation for the pampering of depositors in which the British Toint- 
Stock Banks, perhaps more than those of any other country, still indulge.' 
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seen that changes in bank rate so far ns li niforls vosi 
♦ of borrowing is quite indUcient at extreme Jra«lo i imdi- 
tions; at the height of a boom it ia hai-dly a (kienont ami 
at the bottom of a slump hardly a sHmulinit, Kveii \\ iihiii 
the limits of these two extremes, bank rate poliev is more 
effective in retarding the activity of Imsiness than in 
stimulating it. When prices are moving ni)wni<is ami 
the quantity of money is not increased proportionately, 
the short-term rate will rise, Thei-c is no limit to Us 
possible rise and the expectation that the hank will go on 
raising it until credit is definitely roslrictc‘1 will he 
sufficient to curtail demand. On the other iiami wlieii 
prices are moving downward, the extent of the Tall in 
short rates which is possible is very limited, 'rims a 
reduction in bank rate cannot be taken to moan lhal the 
hank will go on reducing the rate until it succoods in 
expanding credit. The efficiency of im met ary )><»licy is 
much greater therefore “for checking llic boom timn for 
checking the slump; it is thus least cflicicifl where it is 
most wanted. 

Hence we may conclude that monetary polii'y as a 
means of stimulating capital outlay during limes of 
depression is not sufficient by itself. This ])oiiits to the 
need for governmental measures for promoting invest- 
ment. Monetary policy has a useful function in facilitat- 
ing such measures. The Central Bonk controls the volume 
and terms of credit. By regulation of these two magni- 
tudes, it can facilitate governmental lH)rrowing at such 
times. Moreover for easing the debt charge on the biulgct 
by conversion operations, the Central Ihiiik can |>avo the 
way by carrying out extensive purchases of goveriinu'ut 
securities, Again if the government is aiming at a 
gradually rising level of prices the l)ch avion r of the bank- 
ing system must have considerable influence, for, obvirnisly 
the genera! level of prices is governed by the voluuio of 
purchasing jx»wer which the Central Bank is willing to 
create. Thus monetary policy impingc.s on hudgetary 
policy, and the two should be co-ordinated for the control 
of the trade cycle. 


J. R. Hicks, yaiuf and Capita/, p. $00- 



INDIAN CURRENCY— PAST, PRESENT 
AND FUTURE. 




BY 

D. K. Malhotra, 

Lecturer^ i'unjab Vnivevsity. 

If it is not too soon for international currency plans 
to be drawn up and discussed, it is not too soon for India 
to think of the future of her own currency. But the future 
of an important sector of Indian economy cannot be con- 
sidered apart from its past and present; for the past 
constantly edges into the present, and the present projects 
itself into the unknown aimensions of the future. It is, 
therefore, proposed in this article to make a brief general 
survey of the past and present of Indian currency with a 
view to laying down a few essential principles or rules for 
its regulation in the future. 

Indian currency has now behind it more than one 
hundred years of unbroken history. During this period 
it has passed through diverse phases — from the adoption 
of silver standard to its abandonment; from the decision 
to adopt gold standard to the drift to gold exchange stand- 
ard; from the strain of the First World War causing the 
breakdown of gold exchange standard system to the dim- 
culties of the post-war period and the attempt to restore 
gold exchange standard; from the apparent governmental 
non-intervention of the early twenties to the firm determi- 
nation to maintain Is. 6d. in the late twenties and earlv 
thirties; from the transfer of control to the Heserve Bank 
of India in 1935 to the outbreak of J^cond World War in 
1930 . A discerning eye does not miss two trends which 
nm through and underlie these phases. One trend is that 
considerations of public finance have deeply influenced the 
evolution of currency policy. The statement of Sir David 
Barbour, the then Finance Member, in 1892 that our 
financial position for the coming year is at the mercy of 
exchange”* finds an echo thirty* three years later in the 
statement of Mr. A. C. MeWatters, then Finance Secre- 
tary of the Government of India, that “the immediate 
effect (of a change in exchange ratio) on the Government 

‘ Quoted in the Report of the Hertchell Committee ( 1893), p. 2 . 
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of India’s finances (and to a lesser extent on those of 
local Governments) would Iw coaside ruble, am I so far as 
the current year is concerned, tlie fixation of exchange at 
Is. 4d. would certainly have prevented tlie rcdviction 
which was made of the Provincial contributions.”- 'The 
second trend is that the requirements of India's foreign 
trade always receive a major share of alien t ion and those 
of internal trade arc practically ignored. l)istnrl>aiucs 
in foreign trade, difficulties of the Governnicnt in ivinitting 
Home Charges and the difficulties of the Ilritish business- 
man here and British investor abroad are never overlooked 
either in the choice of ratio or of llje currency standard . 
The predominance of Great lirituiii in India’s foreign trade 
in the 10th century and the early years of the ju'csent 
century makes a close link l)elwcen ru[H'e and sterling 
inevitable but the link persists even when that pivdoiniu- 
ance has been considerably undermined. 

On the eve of the outbreak <)f tlie present war, there 
were, broadly 8j)eaking, three open questions of Iiulian 
cun e>*cy, oiz., suitability of run envy slandartl. 
correctness of exchange ratio and tlie desirability of gold 
exports, the first two having a much longer history behind 
them than the third. Discussion about all thj*ec of them 
had lost none of its liveliness in the first half of 103D, 
though it was not keyed in the same high pitch of con- 
troversy as in the years between 1931 and 1938. There were, 
of course, msons more substantial than mere love of pole- 
nijcs for this controversy not being laid finally to rest. I he 
reasons we IV, fu^ tly, that neither the economic develop- 
ments in the international sphere nor the econonne 
conditions within the country had furnished any Ann 
evidence in favour of the view that sterling exchange 
standard, Is. 6d. ratio and gold exports were more 
beneficial than harmful to the country’s interests; secondly, 
that the government had consistently refused to reconsi- 
der or modify in any way the decisions they had once taken 
on these questions. It appeared,, therefore, that only a 
major catastrophe like a war would clinch the issues an 
bring about their reconsideration by effecting a la ic 
transformation in the economic miHfu. But wars do 
generally solve old problems except by raising new ones 


• Memorandum on Sicbiliialion of Exchongf. 4 1° 

Report of the Royal Commission on Indian Currewy and 1 m.mcc. 
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and, so far as the outstanding Indian currency problems 
are concerned, the present war may be said to have solved 
the old ones only by casting them into the background and 
raising new ones. 

Few will care to deny that Indian economy has been 
thoroughly shaken up by the fifty-two months of war or 
that developments occurring in the sphere of Indian cur- 
rency have been a very vital contributory factor in this 
shake-up. During the last sixteen months or so, a large 
part of the population has found itself exposed to the in- 
creasingly heavy pressure of growing scarcity and want. 
Scarcity has manifested itself as a double-barrelled pro- 
blem of physical shortage and high prices and has involved 
the roost painful reductions in the daily consumption of 
persons with small and fixed means. Prices are now very 
much a matter of popular concern. Money has entered 
the economies of even the far-flung village units to such an 
extent that anything that acts on or affects price must 
affect the daily activities of the vast mass of people. Easily 
the most far-rcaching development arising out of wur in 
India is a rise in prices whicn is very large in magnitude, 
though it has not been continuous in time and has not 
spread evenly either geograjjhically or in respect of com- 
modities. fhe broad movements in prices since the out- 
l)rcak of war have been shown in the following table: — 






Maximum 




Index numbers in the 


variation 

Poriod 

Duration 

first and last month 

diinng the 




oI the period 


period 


I 

September 

Calcutta 

114-137 

+ 23 

U 

moiithi^) 

1939— 

December 

(August 1939-100) 





1930. 

Economic Adviser's 






(Week ended 19th 
August- 100) 

108—133 

+ 80 


11 

Jnniiary. 

Calcutta : 

130-114 

-16 

(7 naonths) 

1940- 






Juiy 1040 

Economic Adviser’s I3<— HI 

-20 


III AuKuatl040 — 

CalcutU : 

116—130 

+ 16 

(10 CDOtitbe) 

Mfty 1941 

Economic Adviser's 

110—119 

+ 9 


IV 

June 1941 

Calcutta : 

137—167 

+ 20 

(U 

mooths) 

— ApHI 1942 

Economic Adviser's 126 — 146 

+ 20 


V 

May 1942— 

CalcaUa : 

169—345 

+ 176 

(1C 

montbfi) Auao^ 1943 

E^coDomio Adviser's 

148—238 

+ 90 
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It IS not necessary for our present purpose to (iiseuss 
the issue whether the rise in prices is to be iUlrilnited ti> 
the failure of the currency system to keep tlie loiiuue of 
currency expansion under control or othet causes. Vov 
attei the whole gamut of arguments on this issue has lieen 
lun, the enormous expansion of currency remains as niucli 
of an indisputable fact as its close bearing on prices A 
good way of representing the increase in note circulation— 
the most important constituent item in currency circula- 
tion— is to divide It into units of 60 crores and set it 
against the ap|)roximate number of months in which it was 
accomplished: — 


Magfnitudf of increase Period 

No. of 
months 

Idt 50 

crores 

End of August Ul39— ‘November 
1931). 

3 

2nd 

IS 

December 1939— Septnnbor 11141 

22 

8rd 


October 1941— December J1J41 

3 

4th 

ee 

January 1942— February 1942 

2 

r>tli 


March 1942— May 1942 

3 

Cth 

>1 

June 1942— September 1942 

4 

7tli 


October 1942— November 1942 

2 

8th 


December 1942— January 11143 

2 

OtU 

9$ 

February 1943 -March 1943 

<> 

ag 

lOth 


April 1943— May 1943 

2 

11th 

$$ 

June 1943— July 1943 

2 

12th 

T . • • 


August 1943— October 1943 

3 


It IS clear that after an initial briskness lasting for the first 
lew months of the .war period, the pace of expansion of 
currency considerably slackened, only to quicW once 
apin from September 1941 and develop into something 
JiKe a gallop from September 1942. 

From its magnitude, characteristics and effects, 
currency expansion in India has already assumed the form 
of inflation and is recc^ized as such, either explicitly or 
tacitly, by the two authorities that shape the currency 
policy, Dtz., the Government of India and the Reserve 
Bank. The development of inflation has dwarfed to some 
extent the other wartime changes in the system of Indian 
currency. There is a far bigger element of control in the 
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system than there ever was before the war. Tp a far 
greater extent, it has come to rest on a base of virtually 
inconvertible paper. Indeed the demonetization of nearly 
the whole of silver rupee coin and the smooth passage of 
one -rupee and two- rupee notes into circulation would have 
been considered revolutionary changes under different 
circumstances. The accumulation of large sterling 
balances in England has created the twofold problem of the 
preservation of their value and their inward transfer. 
The ru|>ee-sterling link, however, remains intact and so 
also India’s membership of the sterling area. 

With this hastily sketched background we may pro- 
ceed to attempt an outline of the future of Indian currency 
as we would like it to be. There are three periods into which 
the future may be divided for our purpose: the unexpired 
portion of the war |)eriod; the transitional period imme- 
diafely following the end of war and the post-transitional 
period of reasonably afwured peace and recon struct ion . 

In the immediate future the most outstanding ])roblcm 
of Indian currency will be, as far as one can see, one of 
bringing and keeping the inflationary forces under control. 
Th<‘ causes of the development of inflation are by now well 
known; tbe sequence broadly is that public finance in 
India bus moved as the camp-follower of the policy of 
diverting resources to war effort and currency has served 
as the handmaid of public finance. The process of the 
diversion of resources is likely to be accelerated in the next 
one or two years and the financial implications of it must 
1x5 faced now, The problem of inflation is a problem of 
growing disequilibrium in two directions: firstly, a 
disequilibrium between currency expansion and wartime 
increase in production, trade and employment; and second- 
ly, a disequilibrium between the volume of purchasing 
power obtainable by the normal means (of taxes, loans 
etc.) and the volume of real resources transferred to the 
war sector of economy, on the one hand, and between the 
volume of purchasing power and real resources remaining 
in the civil sector, on tne other. While the remedy for the 
first kind of disequilibrium is an expansion of tbe volume 
of goods and services offered against money, the prophy- 
lactic against the second kind of disequilibrium is a sound 
system of war finance. The effects of the first can be 
mitigated by expanding production; given this kind of 
disequilibrium, no matter how caused, the situation can be 
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retnevod by drawing off the purchasing jinwor l unuiiv in 
an ever swelling stream into the civil sector aiul prfssln<r 
on the limited supplies of re<il resources. 

indeed be no single sovoi-cign remedy for the 
evil of inflation; a number of measures will have to be 
combined to overcome its menace. The measures that con 
possibly be taken fall under the following heads: 

(0 reduction in the volume of the Goveniniciu 's 
total disbursements (iiichitling those under- 
taken on behalf of other countries) to a jfiaiit 
where the whole of them can lx* covered by 
non -inflation ary methods of finance; 

(ii) I'cfusal from the Government of India to other 
allied countries to furnish them rupee fimuuo. 
i.c.. throwing on them the responsilnliiy U) 
raise the iiKiuired finanee themselves in iho 
Indian market; 

(lii) covering, without reducing, the Government’s 
^tal disbursements (including those on 
whalf of other countiies) by the non* 
inflationary methods of taxes, loans (voluji- 
tary and compulsory), lupiidation of foreign 
private investments, etc.; 

(iv) adding to the j-eservoir of real resources Iw 

cx[>an(liMg pioduction, slimuhting imporls, 
scaling down exports, importing and selling 
gold and forcing out hoarded slocks; 

(v) pj*eventing the incomes, inflated by the Govern 

ment s disbursements. from exeicising 
pressure on the limited <|n antilies of i‘cal 
resources by various controls siieh as jjrice 
con t rol , I'ati on i ng , con t ro 1 of in ves t j ncj 1 1 , 
wages and profits, control of speculation, oic. 

It appears that the Government has so far found (i), 
(ii) and (ill) beset with very great difficulties and are lay- 
ing the greatest emphasis on (iv) and (v). With the kar 
Eastern offensive under contemplation, any reduction in 
the volume of Government disbursements, involving as it 
will do a contraction of war effort, seems to be out of tho 
question. It is, however, necessary to point out that this 
remedy goes to the root of evil and is not quite so impractic- 
able as it might appear, provided the Allied countries will 
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come forward to shoulder all further burdens of the War. 
As for asking the Allied countries to raise the rupee 
finance themselves, the suggestion is not very helpful, 
considering that the yield of even the Government of India 
loans has not been very encouraging. It may perhaps be 
more straightforward to tell these countries not to depend 
on India for resources to the extent to which they are 
doing. To replace completely the inflationary method of 
finance by non-inflationary methods also appears under the 
}>r€sent conditions to be a very hard job; for it may be 
remembered that the proportion of taxes, loans and infla- 
tion in the total ru|>ee finance raised in the first four years 
of war has been roughly one-third each, In regard to 
diroct economic controls, it may be admitted that they arc 
of great value but their limitations in a country like India 
must be clearly lecognised.® Increased production, en- 
larged imports and reduced exports are anti-inflationary 
to the eMcnt to which they obviate the necessity of with- 
drawing resources from civil consumption by inflationary 
met lux Is and must be given much greater importance in an 
anti-inflation programme. 

Hy a judicious combination of the more practicable 
among these measures it should be possible to ensure that 
the War does not bequeath to the tuture a very much in- 
flated structure of prices and money incomes. Inflation as 
a continuous process of rising prices is a socially disrupt- 
ing factor because it “destroys two very impor^nt social 
things; it destroys the value of saving and it destroys 
the worker’s standard of living.”* Moreover, it leaves 
for the post-war jwriod the most complicated j)roblems of 
the restoration of budgetary equilibrium and the deter mi- 
iintion of suitable exchange parties. 

One of the immediate issues to Ire faced in the post-war 
transitional period in India will certainly be the retention 
or relaxation of exchange control — and the extent of it. 
'Phe economic systems of different countries will then seek 
freer inter-communication and it will have to be decided 
how far and on what conditions Indian economy should go 
back within the orbit of the world economic system. To a 
large extent the position would appear to be pre-determin- 


• I have referred to them elsewhere (f/- Easiem Economist, 19th 
November, 1943)* 

* Gregory, Current Problems of Intemaitonol Finance. 
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ed by the ru]iee-sterling link juul In<!i?\‘s jiicinlwshin of 
the sterling area. Dut if ilio liuliaii ooonojnv is not to be 
left to the mercy of forces released by the War. the whole 
question of nij)ee-sterling link will have to be l^rought 
under examination at the car Host )iossiI>le date. The pre- 
amble to the Keserve Hank of Iiulia Act envisages the 
consideration of a suitable nionelarv standard only when 
the international monetary position lias become sufficient- 
ly clear and stable. This condition, if strictly observed, 
will involve postponement of decision on several vital issues 
of currency. The presence of several rigid elements in 
the economic structure of India requii-es, however, that 
freedom to control exchange and alter exchange rates 
should be assumed at the very comDionccmeut of the period 
of transition. 

Freedom and flexibility in res|^MJCt of exchange are 
likely to be needed in equal measure in the post -transitional 
^riod of reconstruction. For whatever bo tlic shape of 
the world monetary system of the future, Indian currency 
will have to be pressed into the service of all those policies 
and measures that are formulated to build up the standard 
of living of the lai^e poverty-stricken mass of Indian 
people. It is, therefore, necessary to form an idea of the 
relation in which the future Indian currency system should 
stand to the future world monetary system and to the 
internal economy of India. Judging from the three post- 
plans — British, Amcncan and Canadian, 
u centring round them, it would seem 

that the future monetary system would be either some form 
of gold standard operated without the agency of an inter- 
national institution or a managed system of international 
currency linked to gold and operated by an international 
institution. It does not appear that gold will lose its 
dominant position as a money-commodity easily or quickly. 
Jlis Would suggest the importance of conserving and 
building up the gold reserve behind our paper currency in 
order to settle balances of payment on international 
account. Actually, however, India’s position after the 
war should be of a strong creditor who could, if she so 
chose, ask for payment of her dues in gold. For India, 
therefore, accumulation of large gold stocks would ^ 
unnecessary for international purposes and inexcusably 
wasteful for internal use. Internally, the Indian cur- 
rtticy of the future should be a cheap currency, largely o 
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pap^r, backed by a moderate quantity of, but not conver- 
tible into, gold and operated in solely the national interest 
by the central banking institution. Its specific objective 
sfiould be the promotion -of the highest level of employment, 
production and trade within the country. Externally, 
there should be the fullest liberty to retain or abandon t&e 
link with sterling and the membership of the sterling 
area. In re8|)ect of the sterling credits built up during 
the war, and representing the heavy sacrifice of consump- 
tion made by the Indian people, four eventualities will 
have to guarded against. In the first place, no revision 
or further interpretation of the Financial Agreement 
regarding allocation of defence expenditure between 
England and India should l)c permitted to augment India's 
share of the total financial burden of war. Secondly, no 
post-war currency plans which pi-event the fullest and free- 
cst utilization of sterling balances should be subscribed to. 
Thirdly, no financial or commercial arrangements among 
the victorious nations or between England and India 
should be allowed to impair India’s liberty to utilize her 
sterling resources to purchase such goods and in such 
countries ns she deludes upon in her own interest. Fourth- 
ly, any loss to India from depreciation of sterling must be 
made pood by the British Government as'bart of a bargain 
in which the debtor pays a commodity debt unimpaired in 
amount by a change in prices. It may be pointed out that 
these general considerations do not touch the really basic 
problem of the transfer of these resources to India. Such 
transfer will, of course. \yc made and received in the form 
of goods and services but that only moans that the time, 
manner, form and conditions of the transfer will have to 
be settled. Commercial and economic opinion in this 
country appears to he unanimous that a large part of the 
sterling resources should be obtained in the form of capital 
goods, particularly industrial plant, machinery and 
durable consumers’ goods. This will have the double 
advantage of facilitating I'enewal, repair and replacement 
as soon as the stress of war production is over and of pro- 
viding the necessary elements for a large industrial expan- 
sion. Sometimes, however, this mode of transfer is 
recommended with such extravagant emphasis as to give 
rise to the impression that by the end of the War India 
will have completely terminated her dependence on other 
countries for all the consumers* goods. It would appear 
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to be wiser to concentrate the force of agreed opinion on 
the demand that India should be left free to obtain such 
kinds of goods as the demands of her economy dictate, a 
very large proportion of these goods being necessarily 
capital goods. It is necessary to point out in the end that 
a free multilateral process of trade which is the aim of all 
the three post-war currency plans to bring into operation 
may not necessarily be benehcial to India. Several reser- 
vations in respect of the freedom of our future commeix^ial 
policy will have to be made if an enei'getic programme 
of industrial expansion is to be brought into effect in the 
post-war period. In fact, no commitments about our 
future currency policy should be nccej)led unless some 
agreed plan for the conduct of post-war commercial rela- 
tions is forthcoming. 

It is possible to be pessimistic about the future of 
Indian currency and hold that the only course available 
for India would be to find a niche in a world monetary 
system in the establishment of which she has no share and 
in the management of which she has but a feeble voice. But 
neither by her position as an important belligerent nor by 
her potential economic strength is India called to such an 
ignominious assignment. 



NOTES AND MEMORANDA 
The Proposed Agricultural Income Tax in Bengal 

The financial part of the scheme of Autonomy 
introduced by the Government of India Act 1935 is de- 
signed to secuje fiscal cxf)ansi(m fni* pmvijicial purposes, 
But, its working since April 1937 has so far emphasized 
inelasticity and inadequacy of the financial powers of most 
of the provinces to meet their increasing responsibilities. 
In spite of such a limited range of taxing power, however, 
most of the Provinoinl Governments have been coinj>elled 
to explore new and adilitional sources of revenue. But 
these efforts were cut short by the outbreak of the war, 
in ScptcmlK'r 1939, Yet while the efforts to secure addi- 
tional revenue received a set-back, the war imposed new 
burdens. Every Provime had to provide for oivil and 
defence expenditure on an im leasing scale. Various 
kinds of emergency allowances had to })e sanctioned . 
Existing services liad to In' exU‘nde<l, while new problems 
such as the problem of ]>roviding for refugees had to be 
fated- As against this, the change of fiscal policy as in- 
dicated by the introduction of Prohibition had brought 
about a heavy fall in the ixwcnues of certain provin- 
ces. Tho dislocation of private trade and commerce due 
to the war had also upsot the (•oonomic equilibrium of the 
country. This was acccnInaU'd by (he defective character 
of the economic controls imposed by the Government. 
Between all these factors, almost all ihe Provincial Govern- 
ments have l>oen bnccfl sinev the beginning of the war to 
look for additional revenue. In Bengal, the situation is 
complicated by two 8|>ecial factors. The first is the Per- 
manent Settlement. This of course is a historical fact, a 
normal feature of the Bengal I’evenue system since 1793. 
The other Is the situation that has been brought about by 
the present famine. In this short paper, we are concern- 
ed chiefly with how Bengal has attempted to meet this 
revenue crisis. 

Bo far as the Permanent Settlement is concerned, the 
Hon’ble Mr. P. N. Bancrjee. then Revenue Minister of the 
Government of Bengal, announced the Government policy 
on the 15th March, 1943. The policy is based on the Govern- 
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ment’s decision to follow up the recommendation of the 
Bengal Land Revenue Commission, commonly known as 
the Floud Commission, for the purchase of the rights and 
interests of all classes of tenui-e-Wlders paying cash jents 
along with those of the revenue-paying land-lords. This 
means not only that the Permanent Settlement would be 
abolished but that state -I an cl lord ism would he substituted 
for private landlordism- The I'evemie yielding j)ossil)ili- 
ties of this new decision, even if it could be 
enforced immediately, a 1*6, however, discounted by 
the Floud Commission's calculations. The im- 
mediate alternative, thei*efore, for the auginentalioji of (he 
provincial revenues, is to impose n tax on agricultural 
incomes. The new Bengal Ministry which came to office 
in April last has already announced a Bill for this purpose,. 
The proposal, if accepted, will undoubtedly be the latest 
and the most important addition to the Bengal Provincial 
list. 


Agricultural incomes in the ))ermanenlly settled areas 
of Bengal have been immune from taxation for about 60 
years now. It is interesting to recall that agricultural 
incomes had not been exempted from the ambit of the First 
Income Tax Act of 1860. This was, of course,^ a tempor- 
ary measure, resorted to siabilise the Govevmnont 
finances after the Sepoy Mutiny. Agricultural incomes 
were taxed for a second time for a jieriod of five years from 
1869 to 1873. Their subsequent immunity has been an 
anomaly in any scheme of taxation whether national or 
provincial. 

The present proposal of taxing agricultural incomes 
in Bengal is not of course altogether a new venture. It 
was in September 1941, that the Bengal Bill, was first 
introduced in the Legislative Assembly, but its progress 
was retarted due to the Ministerial crisis. Ihe hrst 
province in India to impose the Ux was Bihar where the 
Agricultural Income Tax has been in operation since 1939. 
In 1939>40 Assam passed her own Act. ^ngal is, there- 
fore. third in order of priority- Her Bill has now been 
referred to a Select Committee. 

A careful examination of the possibilities of a tax on 
agricultural incomes led the Taxation Enquiry Committee 
to endorse, in 1925, the im|)osition of such a tax. 1 he com- 
mittee was of opinion that such a tax would neither be m- 
equitabie nor would it result in an indirect whittling down 
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of the rights conferred upon the Zaroindars under the Per- 
manent Settlement in 1793. A tax on agricultural incomes 
would be a violation of the terms of the Permanent Settle- 
ment is advocated by many. But this was pronounced as an 
“illusive claim” by the Right Hon’ble Mr. James Wilson 
as early as I8b0, and. as we have seen, the Taxation En- 
quiry C’niiimittec had also no objection against such an 
im[>ositir>n. In the opinion of the Committee, there was 
no legal bar lo the in»[ position of such a tax and so as a 
moans of raising additional revenues, it endorsed its early 
initiation. Hut it was pessimistic about its administrative 
feasibility- The Hengal ]>nnd Revenue Commission also 
recommended its imi>osili<m, but as a transitional measure 
]) 0 ]uling the decision on the scheme of State acquisition 
recomiuende<l by it. 

When tlu* Permanent Settlement was passed in 
Bengal, the Zamindars were declared full proprietors of 
the soil, 'riic assessment was fixed unalterably and for all 
time to come. Hut, the ultimate results h<ave l>een the 
loss of revenue to the State. In Hengal, the total receipt 
of the Zatiiindiirs from I ho ryots eomes ap]>roximately to 
rupees Hi erores while the Government gets only a share 
of lids amounting to less than rupees 4 erores. It was 
thus a grave mistake to fix the revenue permanently. As 
to whether its revision, after about 160 years of its opera- 
tion. would lead to a large increase of revenues, doubts 
have been expressed by competent critics. The present 
writer does not share the doubts. 1 he Floud (.commission s 
recommendation are based on present calculations. By a 
careful, let us even say, eautious. policy of re-settlement 
of revenue supplemented by a Iwld drive for improving the 
prodiu'tivity of land, it should Iw possible to work on a new 
basis of calculations, resulting in a substantial increase in 
the revenue yield- The incidence of rent in Bengal com- 
pares favourably with that in other provinces. But, of 
course, in raising the States' demand on land, the special 
features of Bengal's systems of rent and tenure should 
have to be allowed for. Moreover, the problem is com- 
plicated by the lack of coherence in the matter of revenue 
assessment even in the Temporary Settled areas. The 
basic principles of Temporary Settlement differ from 
province to province. In Madras, it is net produce while, 
it is, theoretically, economic rent in the Punjab, C.P, 
and U.P. The incidence of taxation at a flat rate and the 
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absence of progression tells too niudi on tiio siiialler 
peasantry who form the vast majority of tho holders in 
India. Land revenue U. therefore, l>ouruI to l>e regressive. 

A • tliese problems regard ineorne from 

•a' difficult to sec the l•easons wliy the (ioverimient 
in discharge of its duty to secure unifortuitv, o(iuity and 
justice of fiscal standards did not think it e\|>e<liciit to levy 
a tax on agricultural incomes long Ik? loro. 

In most countries land is subject to four cliiferent 
taxes, namely, a flat rate on aiiinial or capital value, death 
duty, local cesses and a tax on incomes while in India, 
only cesses and land revenue are collected, the argu- 
ments regarding the exemption of agricultural incomes on 
the ground of double taxation do not seem to liavo imn h 
validity. 

The Agricultural Income Taxes of Assam and Ibhar 
and the proposed tax in Ikuigal closely follow the Income 
Tax Act (Act XI of 1922 as sul)se<|uently amcmled). The 
Bihar Act was passed before the passing of die Income Tax 
(Amended) Act of 1939 while the Assam Act in not perfect 
because it was hastily improvised. Bengal in jjnssing 
her own Rill should turn to good account the cx]>cncnce or 
these two provinces. The cxiwdicncy of jiassing an 
Agricultural Income Tax Act has been proved beyond 
doubt by the experience of Bihar and Assam so that the 
merit of the Tax on grounds of equity and administrative 
feasibility do not lend themselves to mucli del>a(c. 

Ck)rQing now to the text of the proposed Bill we find 
that it has a closer affinity with the Income Tax Act. In 
Bihar, agricultural incomes l)clow Rs. S.OOU/- ai“e exempt- 
ed from taxation and the incomes above Rs, 5.000/- have 
to pay rates varying from C pies to 30 pies in the ruj>ee. 
The highest rate which is on incomes exceeding I^*^- 
lakhs affects only the Maharajah of Durbhanga. The 
Assam rate is somewhat steeper. For the second slab of 
Rs. 5,000/- the rate is 1.1/3 annas per rupee; for the third 
slab of Rs. 6,000/- the rate is two annas; for the fourth 
Blab of Rs. 5.000/- the rate is annas |>cr ruj^. The 
Whest rate is on incomes above Rs. 15,000/-. The pro- 
p<^ rates in the Bengal Bill arc less steep and fa even 
below the rates of the Indian Income Tax Act. In Bengal, 
for the second slab of Rs. 5,000/- the rate is 1 .iiina 
rupee; for the third slab of Rs. 5.000/- the rate is 4 ann^ 
perrapee; for the fourth slab of Re- 5,000/- the rate is 
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2 annas per rupee; and this highest rate is on the balance 
above Rs. 20,000/. There is no Supw' Tax in any of the 
three provinces, 

Relialile estimates aie not available as to the prospec- 
tive yield of the proposed Tax in Bengal. But the 
general impression is that it will be substantially produc- 
tive. It may l>e recalled that during 1860-65, the yield 
from agricultural incomes was more than half the total 
yeild of the Income Tax in Bengal — Rs. 00 lakhs out of 
Rs. 165 lakhs. 

The proceeds of the Bihar Tax in 1041-42 were 
Rs. 15.45 lakhs while in 1042-43 the proceeds were 
Rs. 17.65 lakhs. In Assam in 1941-42 the proceeds came 
to Rs, 27.12 lakhs and in 1042-43 it was Rs. 27 lakhs. 

A reference to the cost of collection is also indispen- 
sible for examining whether the proposed Tax will 
satisfy the canon of economy- The cost of collection in 
1041-42 was 3.2% for Bihar and 1.5% for Assam. Having 
regard to the yield, the figures do not appear to be •tmduly 
high and ns slich the imposition satisfies the principle of 
economy- The Central Income Tax Department in each 
of these provinces, for its t»wn )mr poses, estimates the 
income of Tea assesses. Of this income, 40% is taxed and 
the rest 60% is exempted as agricultural income. The 
definition of agricultural income is identically the saine in 
the Central* and the Provincial Acts. So matters have 
been easily simplified for the Provincial Governments to 
levy Agricultural Income Tax on the margin of this 

exempted 60%. . , 

So far ns the (picstion of imposing a lax on agricultur- 
al incomes during the war is concerned, due allowance 
should for the factor of inflation lie made in determining 
the exemption limit, so also for the exorbitant rise in the 
cost of living index. Due note must also be taken at the 
same time of the fact that Bengal is .suffering from an acute 
famine and scarcity. The incidence of this upon an agri- 
cultural province like Bengal is at present beyond 

calculation. . i. l i. 

We should at the same time remember that there has 

been an appreciable increase in the incomes of the agricul- 
turists due to inflation but the consequent expenditure has 
been narrowed down by the scarcity of consumable goods . 


• Sec. 2(i) of the I. T. Act- 
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So the imposition of a tax on this surplus income is amply 
justifiable from the point of view of financial policy, ft 
should be also reasonably encouraged as an anti-inflation- 
ary move. Agricultural income does not embrace the in- 
come of the peasant alone, it includes definitely the income 
of the large body of tenure-holders— the rent-receiving 
class. Their incomes are more or less fixed and they are in 
fact affected by high prices. Still, the exemption limit 
is distinctly higher compared to the exemption limit on 
incomes of the non-agriculturists. As against this, it is 
said that the rent- receiving class that is the tenure-holders 
were adversely affected by the depression of the last few 
years and there was no attempt of relieving them to set-off 
at least partially, while in the Income Tax Act there is 
positive provision to set-off business loss and business 
profit. So the Bill seems to be rather punitive in 
character. 

Not all agricultural incomes are of the same type or of 
equal importance from the point of view of the incidence 
of the tax. The war means an increase of the agricultural 
incomes of many merchants and traders so that there is no 
logic why this upper income range should not be steeply 
taxed like the E. P. Tax. Again, plantations, in general 
are categorically different from ordinary cultivable lands 
wcau}^ plantations are better organised, having better 
I acuities of employment of labour and efficient control and 
can successfully keep up prices by restricting the output 
^ be produced. Planters are thus more or less industrial- 
ists and so should taxed at a steeper rate than tho 
ordinary crop cultivator. Travancore follows this rule. 

Pi^ii'ciple can be easily appliabl© to Assam because 
5 /6th of the agricultural income-tax payers in Assam are 
tea planters. This should be possible in the case of 
«engal planters too. 

Another point to be remembered in this connection is 

acute problem of sub-division and fragmentation in 
Bengal. This necessitates, the definition of the economic 
holding — the minimum basic area of exemption of the tax 
burden. Income Taxes are direct taxes so that the 
incidence is borne ultimately by the income receiver. So, 
here, there is no scope of shifting- But illegal exactions 
and manipulations in kind and cash are usually resorted 
to by the Zamindars so that the incidence has every chance 
of beine shifted on to the small tenant. Proper provisions 

F. 7 
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should l)e made and adeq««ite safeguards should be provid- 
ed for in order that there is no loophole for shifting the 
incidence of the Agricultural Income Tax. 

These arc some of the drawbacks of a levy on agricul- 
tural incomes. They do not in any case limit its scope 
l>ecause with pro)>er safeguards it can be quite successful 
and jiroduetivc- Granted those limitations this new 
impost is l)o\in(! (o l>c appreciated by the public » especially 
if tbe proceeds are 8i>ent for the j^ernianent improvement 
of land and on those who dcjicnd on it. 

Ijidy Brahontne (Miss) Sov<»ka Senoupta, M. A., 

Volt eye, Calcutta. Profesiior of Economics 


A Simple Dynamical Problem 

The <lynanii(nl trenluicnt of ('<ruionii<' problems has 
iTcently received much al lent ion. Such treatment takes 
ijito consideration the future in a changing economy and 
thus involves elements of wbu'h no certain knowledge is 
possible. Tile usual element of uncertainty is the course 
of future jiriccs oi of demand and supply functions. 

Tn this )inj)er, I jirojiose to discuss a somewhat similar 
problem, of interx'st lioth Iwcause it deals with a common 
situation and liccnusc it illu.st rates the nature of the dyna- 
mical iirolilcni. 

2, T.ct us <*onsidcr a range of fields, either rain-sown or 
witli unsatisfactory irrigation. On an nverage. nut of 
]) years, in <\ no sowing Is possible, in r sowing is nossible 
but the subsequent distribution of rain is such that the crop 
fails and in t the distrihution enables the crop to ripen. 

p=r<]+r t (we exclude partial successes and partial 

failures for si in pi lei tv). For simplicity, I leave out of 
consideration ah improvements to (he field due to cultiva- 
tion, manuring, etc., and regard the entire sum spent as 
lost if the crop fails. I, also, suppose that in years when 
no sowing is possible, nothing is s|>ent. Suppose further 
that the farmer's choice is limited to one crop but that 
there are two methods of cultivation, one casting C* and 
yielding Ri per acre and the other costing a greater sum 
C* but yielding more R«. (All these are completed in terms 
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of money). The question is this: how should the favmci 
act so as to get the best return over a number of years. 

Let us consider a period of np years where ii is largo. 
In roughly nq of these years no sowing is |X)ssible and no 
question arises. 

In the other yeai-s. he has a choice. He can try the 
more expensive method of cultivation but then he risks the 
possibility of losing moi*®. Let us suppose he cultivates 
acres in one way and a, acres in the other and that he 
keeps (again for simplicity) these acreages unchanged, 
a. + a? IS his total acreage and we suppose it is fixed. 

His cost will ben (r + t)(a, C, +a, C,) and his return 
nt [a, R, + a 2 R,). 

His profit P = n [t(a, Ri + a, R,) - (r + 1 ) (a, Ci + 
^7 Cj)] subject to a, +aj = A, a constant. 

This is a linear function in a, and a^ and is n It AR® - 
A(r+t)C, -a» t(R,-R,)+ar(Cj,-C,)(r+t)]. 

Thus if (cj "C,)(r + i)>t (R,-R|), it will pay him 
best if he cultivates Ins whole area in the cheaper way wljile 
if the contrary holds, he should do the reverse. 

3. Let us turn now to the more general case where there 
are not merely two methods of cultivation but the return 
depends on the amount of labour, manure, quality of seed 
(of the same variety) etc. The well-known rule for the 
stationary state is thcat one would inci'easo the injiut until 
the marginal increase of input just equals the marginal 
return. Does this rule hold when the return is problematic? 
One would consider that as the chance of success is only 

prudent man would not be prepared to risk a 


further unit unless he expected to get from it if he 

succeeded. It is easy to see that this is the result we 
should get if we substituted for the profit, an expression 
which we might call the expectation of profit, obtained by 
multiplying the expected return by the chance of success. 
If C 19 the cost of planting and R the return (C being here 
a variable) over n p years, the profit will be n t fi — n 
(t-i-r) C which will give the above rule. 

We would get the same result if we regarded 
as the expectation of profit and maximized 


t+r 


-C- 


4. Now let us consider a slightly different problem. 
Suppose the alternatives are a short-term paddy with low 
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yield and a long-term one with higher yield. The costs 
and yields of the first are (h and lli and of the second 
Ca and R.^ respectively. Climatic conditions for the first 
crop are suitnidc on tW average in vt out of n years and 
for the second in rough ty r^. out of the same number of 
years. The expectation of profit in the first case in 

R J*i second R« — — C». One would 

n n 

house the first or second acc’ording as the former or latter 
is greater- Thi.s is confirmed by consideration of the re- 
spective profits over a nuinl)er oi years. 

5. It is often necessary to deende it some improvement 
scheme is worthwhile. A satisfactory test is to consider 
whether the capital cost and the capitalized equivalent of 
the annual maintcTiance charges is less than the increase 
in capital value result iiig from it. It is well known that 
with an interest rate of r%. the capital value of an an- 
nuity of a is 100 ^This isobtainctl by summing the infinite 

ueomctric series - ^ ..x**** when as in the 

('"ino) 

case of the return from a hold, the terms arc of different 
types so distributed that they l»car e'er tain proportions to 
each other, the summation is more difficult and is clearly 
affected hv the number of good years in the earlier period, 
Any average value can only l>e obtained by summation 
followed by integration in a certain topological space. If 
however we take the expected profit as explamcd above 
and capitalize this, wc can form an estimate of the value 
of the work by comparing capital values before and after 
the work. By summing this for all the fields affected by 
the scheme, wc could examine if the cost is justified. The 
benefits will arise from four eases: — (1) new areas will 
become cultivable; (2) areas not cultivated in particular 
years, will he cultivated; (3) the pro|>orti<m of successes 
will be increased; (4) letter crops can be grown profitably. 

Chi^/ ^eerptan/'s Office, II- E. Peries, M.A. 

Colombo, Ceylon. 
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Teaching and Research in Economic Statistics 


The first scientific meeting of the Sixth Sossiou of the 
Indian Statistical Conference 0 |>ened with a joint dis- 
cussion on The Teaching of Statistics. Tiie Indian 
Statistical Institute had lieen concerned with this f|ncstioii 
practically from the very beginning. It was at its instance 
that the Inter-XJniversity Board suggested to the different 
Universities of India the organization of independent 
degree and post-graduate courses in Statistics. While this 
question was hanging fire, the Indian Statistical Institute 
started professional examinations in Statistics in 1038 and 
training classes in Statistics in the next year. The Univer- 
sity of Calcutta has been providing post-graduate leaching 
in Statistics as an indei>endent subject during the last two 
years; the first M.A. and M.Sc. Bxnminations in Statistics 
were held almut the middle of |5j4:c Ttinny 

years past, in Calcutta as in other llnivcrsitics, Statistics 
has formed a part of the courses for 1C Com., M.A. in 
Mathematics, Economics ami Commerce etc. 

Thus Statistics in India has been cut up or divided 
It 18 true that etymologically as well as historically there 
IS an intimate connection l>etween a statistician and a 
statesman and it may lx* C(|ually true that a statesman 
should divide and rule, but it does not follow that a 
statistician should also divide and rule. If the truth must 
be told, this division of Statistics into diffei-cnt courses has 

led to a wrong attitude with regard to its teaching and 
research. ^ 


An example of this is furnished bv the mathematical 
equipment considered necessary on the part of students 
iMany text-books on statistics Ixiast of tlie facts that they do 
not rxjquiro any knowledge of mathematics and that they 
can be understood by any one. Teachers also follow suit 
and explain, for example, why a particular average is 
chosen in preference to others, on the ground of ea^ of 
calculation and similar superficial causes without any 
mention of the fact that the best average value as well as 
ite rtandard error rest on the theory of estimation. Many 
students never have any idea that statistics does not mean 
simply the computation of an average or of any measure 
of diswrsion, nor the drawing of a graph of a time series 
analysis m the usual manner. They do not realise 
that the era of modern statistics was ushered in at the 
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Ijoginiiin^^ of this century with the discovery of “Chi- 
s<iunrcd lost” l)y Karl Poarson and the subsequent develop- 
ment of the technique of random sampling. 

On ilu* other haiub <]uite a disproportionate stress 
may he laid on what is usually called mathematical 
staiislios. It is rjuile true that the theory of probability 
gfK's In ibe very v<K)l of the matter. Hut the wise words 
of Fislior in bis Piesitlmtial Address before the First 
Session of the Imliaii Statistical Conference should also 
1)0 ronienibereil in tins connection: “I want to insist on the 
important moral that responsibility for the teaching of 
statistical metljods in our Cniversities must be entrusted » 
certainly to higbly trained niaihcmaticians, but only to 
such lualhemaiiciaiiH as have had sufficiently prolonged 
experience of practical rcscairh and of responsibility from 
drawing conclusions from aclual data, upon which practi- 
cal action is to l>e taken.’* 

Most of us know the late Lord Stamp s story about 
Indian Statistics.' Harold <‘ox, when a young man in 
India, quoted some Indian statistics to a judge, who 
replictl, *'Pox. when yrui are a hit ohler, you will not (piote 
Indian 8tati>lics with that assurance. The government 
are very keen on amassing stalislies— they collect them, 
a<!d llum. raise tin'll to the Jilh |w»wer, take the cube root 
and prepare wmulciful diagrams. Hut what you must 
never forget is that every one of these figures comes in the 
first instance from the village chowkydar, who just puts 
down what he damn pleases.*’ If Indian data are 
they do not certainly call for bad statistical methods. On 
tlic eonlrary, the iiiost refined methods shoiihl he ajqihed 
to make the l>csL jmssiblc use of them and to collect them 

licttcr in future. ... . i? 

[.ecky in his Rfftioufilhm ht hurnpr quotes a law ot 
Diocletian — “the mntheinatie art is damnable and utterly 
for))iddcn/*' Here “mathematic art*' does not mean 
“mathematical staiistics” hut the art of foretelling the 
future bv the use of numbers and appears to be closely 
allied to the art of business forecasting, much practised m 
the United Slates, where correlation coefficients of the 
order of *9 are obtained with some series providing the 

‘ Sir Joslah Stamp: Some EeoHomle factor in Ifodcrn Life 
pp. 258-259. 

* Macrcrsly : Economic Statistics — Retros^ct and Prospect in 
}. R, S. S., Part I, 194 P- 4- 



TEACHING AND RESEARCH tX ECONOMIC STATISTICS 223 


basis for forecasting. The unreality of this pseudo- 
mathematical method is l)est pointed out l)v an American 
writer himself in tlie ^»Ho\viiig vv^.nls' : '*lf it 
should be found that changes in the anthrax «lcath 
rate tended rcgularlv to pix^ivdc turning (xhnis iji 
American business, this series might l>c inclu<led in the 
forecasting index.” (.'an alwurdity go any fuilhcr? 

This brings us to tlic (pic.^^lirm of the practical a|>j)lica' 
tion of Statistics; in cither \voi*d:i, of tlie teacliing of 
statistics on the line.s of a profi -^sioji such as acH cinjUaiK V or 
banking, and not on Univvi silv lines. For (he for inei*, I'nin* 
putational skill, a knowU*<lgeof the sianccs of l he < lain, etc 
are called for; whereas for (he latter, the tlieories under- 
lying the methods of statistical calculation or <if collection 
of data are absolutely necessary. Tins distinction is well 
brought out in the courses prescribed for the (‘onijmters’ 
Certificate examination and Statisticians' Di])Iorna ex- 
amination inaugurated by the Indian Statistical Instilutci 
as stated already. 

From the above discussion, discursive nrul <lisjointe<l 
as it is there is one factor brought out in Imld jxdicL We 
should not at this stage j>roi>oBc anv cut and <lric<l jucthod 
of teaching Statistics. On the other hand, our system of 
training should l>c highly clastic, not only suit the 
capacity of the dilTereia types of Ntudents hut also in 
accordance with the nntiii'o of the duties they w'ill U* called 
upon to perform. This docs not mean that the training 
should 1)0 perfunctory; this only means that this slioulrl Iw 
thorough, ftff far on it goes. 

In trade, in industry and in finance, there is^ an 
insistent demand for more and lictter statistics. I'nlil 
and unless a businessman has standards of mcasurcincnt 
obtained after accurate statistical analysis he cannot judge 
the efficiency or inefficiency of his own business. For 
instance, unless the cxceutiVe head of a cotton mill knows 
the optimum cajjital of an enleriirise, its approjjnatc 
allocation in TH’efei*encc and ordinary shares and delicnttire 
bonds, its pmper division into block account and worlang 
funds and so on, he cannot run his mill ofTiciently. 
can he know whether he is s|)cnding more on ^ivcrhcud 
charges than he should, until he has analysed the costs 
properly and compared his own costs with standard costs. 

•Croxion & Cowden : Ap^Ud Central SMtsiics (i939)» P- 
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It may be argued how it is possible to have data from 
other competing firms so as to arrive at approved 
staiidaids. This is not an insoluble difficulty. For 
instance, in tlic c<mrso of my visit to England several years 
ago, I found timt the numerous de])artinental stores of 
that ot)iiutrv ha<i devised an ingenious jdan for improving 
their eilicieruy. Prof. Plant of the London School of 
Kctiruunics had prepared a detailed ([uestionnaire covering 
nine pages asking for jiarticulars about volume of sales, 
sale prices, [>uivhaM‘ prices, rent and establishment 
charges, advertising costs, etc. These replies did not bear 
any munes hut Iwue w‘cret check imml)ei's known only to 
the ln<‘or|i(>rated Association of Uotail EHstributors of 
which Uic (leparlmental stores were memlwrs, These 
rci)lies. Iiowcvcr, were sent not to the Incorporated 
Association where check iunnl)crs were known but to 
the h<corjoiuics ami Statistics Division of the Bank of 
England, who cKlracled the lUHvssary data for studying 
tlje iiiienial trade |>ositi(m and estimating the deitiaiul for 
cuvrciKV. an«i published Ihe results in their Stfidsfiral 
S II w wo rtf. 'riir clu'ek iHitnlK*rs r.n the replies were changed 
liy tin* lhir»k r»r ICnghind into amUher set c)f numbers 
kiiowrj only to iheni and llie replies were tlien forwarded 
to tin* Ijiodoii Scln.ol <if EcraioiiiicH fc»r (iiial analysis. It 
was tujI p(»ssible for Prof, Plant or any of his assistants to 
kJiow which dc|*artineiital stoiv had sent which reply. If 
they ffuuui any figure suspicious or had any inquiry to 
mnko regarding ativ ivpiv. they had to write to the Hank 
of ICngland in the first iiistaiue (|Uoiing the check number 
pass<*<l on to them. 'I'he Hank of England refeiaed to their 
own register and found out the clurk numlwr assigned by 
the Incorporated .XssfH'iatioii of Retail Distributors who 
finally wrc»te . to their own ineml>er regarding the point 
raised by tlie T.otidrjn S<1iool <jf Economics. The system 
was made advistnllv comi>lcx so as to ensure secrecy. 

This made for intimate co-operation l>ctween business 
and j-escarcli, a ml was pMiductive of l»enefit to all concern- 
ed. A similar system may l>e tried out in India in 
important commercial industrial centres with the help of 
research workers in Statistics, which will imjjrove not only 
the nature of data Imt also their method of analysis- The 
various commercial associations may be approached in the 


matter. 

Sooner or later, an increased 


responsibility will have 
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to be borne by Indians in the futui-e Government of India. 
They will be called upon to frame national economic 
policies. It is for legislators and administrators to decide 
whether a particular measure is to be adoj^ted or not. 
But the statisticians should be able to state its likely 
advantages and disadvantages in pi'ecise and quantitative 
terms on which alone can the above decision be based. 
We all know the famous example of Wells about a mathe- 
matician who has correctly forecast the a])i)earance of a 
star which will destroy civilization, but who still feels the 
joy that an intellectual achievement always brings. A 
statistician's satisfaction should similarly lie not in the 
fact that a particular measuie is adopted or rejected but in 
the fact that he is able to draw theoretically valid con- 
clusions from the data studied by him. Therein lies his 
independence and therein lies his glory. The teaching of 
Statistics should be directed towards that end for building 
up India of the future. 


Calcutta University. 


H. SiNHA. 




ECONOMIC LITERATUKK 
Reviews of Books 


Statistics: Theory and Practich, by Professor M, K. Ghosh jukI 
Mr. S. C. Chaudhri of the AUahabad Universily. Published 
by The Indian Press, Limited, Allahabad. i<343. Pp. 508. Price 
Rs. 8. 


The authors indicate in the Preface that (he '*book i^ un <1 It cm pi 
to furnish a simple but comprehensive text for those who to 

equip themselves with a knovvledg^e of the eleincuiary st.iii»tical mcihocU 
to enable* themselves to handle statistical pr< 4 )kms like skilled work- 
men ... The treatment is non 'mathematical.” 1 'he.se claims have biuii 
fully justified in the book. The treatment is simple and the examples 
illustrating the different methods have been solv'vd in dclaih so that 
they can be easily understood. At the end of each ChapUT sch*cud 
questions in statistics from the question pap<TS set at different Indian 
Universities arc given, thus considerably facililaiing ihe work of the 
student. In an appendix the authors have summarised some of (he 
findings of the Bowley* Robertson Committee (1935) and this will be 
found especially useful as the Kepori of this Coininiliee is now out*of* 
print. At the end of the book the Mathematical Tables arc reproduced 
thus enabling easy reference. 

The book contains twenty chapters and five appendices. The first 
three chapters are devotod to a study of (he growth, definition, an<l func* 
tions of statistics. The next three deal with Ihc problem of units, the 
collection, and editing erf statistical data. The sevcnih chapter deals 
with statistical materials in India. The remaining chapters study (he 
classification and tabulation of data, simple derivatives, .statistical 
averages, dispersion and skewness, index numbers, diagrammatic and 
graphic representations, analysis of time series, correlation, association 
of attributes, interpolation, and interpretation of data. 

Two problems— Index Numbers and Coefficient of Correlation— 
have been treated exceedingly well. In the chapters on index numbers 
thd authors very lucidly treat (he problems of the choice of base, reser* 
sibiliiy, and the system of weighing, h'isher's ” Ideal ” formula and 
the Time and Factor Reversal Tests have been discussed in a simple 
and clear way. Thd basis on which (he various available index num- 
bers arc construct^ in India, Grea( Briuin, and the United Suits is 
explained and critically estimaled. In (he chapter on correUtion, Kar 
Pearson's Formula is discussed in full dcuij and a number of solved 
examples are given in illustration. 

The authors have throughout the book mainuined a highly scienli* 
fic altitude, and all irrelevant matter has been scrupulously chmmatef 
They have relied upon (he existing sundard works on suiisucs for their 
material but the chapters on index numbers and correlation show much 
originabty and frestaess. Out of (he existing (ext on sutistics 

for^Indii students the book under review is by far 
heartily recommend it to university jitudents Md those members ot 
oublic who are inldresied in learning this subject- p ^ Jajs. 


i 
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Maukivtino IN' India, [>y K. L. Govil of iho Allnhabad University. 
PijUislud by Caulania I^ros. Sc Co., ImI. Cawnpore*. iq4V Pd 
438. rnce J<s. 7. 


Since Ihe beginning of Ibis ceniury the problem of marketine has 
‘K-cuima .1 iiuich more proininvm pl.-icc* lliaii ihe problem of production 
m commercial world and economic lUeraiure. It is now being realised 
(Ii;U Uic spread beisvecn ihe price paid by the consumer and the price 
receiv<cl liy the producer is loo Nvidc ami must be narrowed. In the 
N|);u'Mms chiyn of lyih century in view of expanding population and 
vxtciuion nf die colonial empire pro<luciion received the most powerful 
aiieniinn. but since the bc'ginniiig of this ceiUury in view of the large 
MhTe;i>e in production, and declining trends in i>opulaiion In Western 
couniries. it is becoming more and more difficult to market goods and 
comniocbties- The various combinailon schemes in industry prove the 
cuiiuntion of the above remarks. It is significant that most of these 
sclwines concentrate on the marketing side and not on the production 
side. Tbo Cement Merger and the Sugar Syndicate show that even 
an industrially backward country like India is faced with the market- 
ing problem- The problem of mark el lug of agricultural produce is 
still more difficult, It can be said to the criHlil of the Government of 
India that during the days of List great dvpres-lon when economy and 
retrench mem were ihe geiwral ruFe, they jm Aided ample funds for 
the opening of a Central Markeiing fVjMriiium. This de|>artmcnl has 
so far published ;iIk>uI a chi,ren \oUinKS ilealiiig vvilh marketing of 
various agrlcuUural cojiimodhies in the couinrv. The volumes are 
very rich in informaiioii, but can hardly be utilized by the students of 
our univcfbiiics and die g<iieral pubMe. who have^ not the leisure to 
wade through these very formidable volumes. 

This task has been very svell pcT formed by Mr. Govil in the* pre« 
sent volume. This book deals with the theory as well as the practice 
of marketing in India. The author kis wry lucidly explained the 
princljilcs of iiuirkeiing ami has provklinl ;mipk information regarding 
the marketing of India h st.-ipU* agricuMural commodities like wheat, 
cotton, jute and rice. I hiiM* read a minilHT of monographs on market- 
ing ami their study has left me with the Impression that the same work 
could have been rjuile well performer I by any (lyrson wilhoul knowing 
Kconomics. Most of ihdse works have been only a compilation of 
facts. This is the first book that has Inen imblishcd in the country 
which reveals the pen of the economist in writing it and sets a model 
for future w'riters on such proUeiiis. 

The book has been divided into four sections. In tlic first sec- 
tion the author deals with marketing functions, marketing organization 
and advertising. In the stVond section which relates to agricultural 
marketing in India, the author describes the chief characteristics of 
Indian Agriculture and the co-operative marketing of agricultural 
pn^uce. The third section deals with the staple agricultural commo- 
dities such as wheat, cotton, jute and rice, and has a very useful chapter 
mi market terminology. The chapters on ‘ Market Tcrminol<^ ’ and 
’ Stock Exchange ' arc the two most useful chapters, especially the 
chapter on * Stock Exchange ' throws a Hood of light on many prob- 
lems and explains many terms which are seldom adequately explained* 
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It IS to be wry much regrciud that a number of vn v imnort.nu 
topics bote m theory and practice of markeiinff are very skelchity 
treated- tor instance, the discussion on a very importaiu aiul conipli. 
cated topic likeJ a perfect market ’ has been dismissed in half a fxiee, 
while jn.the practice of marketing the author has faiUtI to give anv 
detailed mforrotion regarding ‘organiaed markets' in various mrts of 
the country, their working and the results achic\'cd. 

The bibliography on the subject which the author gives at Hu end 
ot this book needs much improvement. It should have been in alpha- 
betical order and the author should have given the dale, place and (he 
name of the publishers. 

I cannot resist mentioning in tec end that both the aulhor and his 
publishers have given a very poor proof of their knowledge as far as 
tee practice of the mark<*mg of this book is concerned, The lM>ok 
has been printed on a royal siac, but there arc only 28 Mnes to a page 
and very wide margins arc left on all sides of the prrntc-d page. The 
entire matter of this book could have been easily coinprcssed inio half 
the number of its present pages and the book could have been marketed 
at lower price to secure better tolcs in the students’ circles. In these 
days of paper scarcity and war cconoi^ it srtms most absurd and 
wasteful to indulge in such luxuries. These arc only minor defects 
m an otherwise good book. 

As a matter of fact It Is one of the very few good books on 
marketing that I have read so far and I strongly recommend it to all 
students of agricultural economics. 

A. I, Quhiisiii. 


Report ok the Economic and Ni'tritiokal Survey oi* Gujarati 
Middle Class Familis:s in Bombay City, by Dr. V. V- Shah 
and Dr. M. H. Pate^ Published by Jounial of the Gujaroi 
Research Society, Bombay. 1943. 

• It is a happy sign of the times that growing attention is being 
directed to Iho question of the improvement of the health and well- 
being of the different classes of the community. Measures to be devis- 
ed and carried out towards this end. obviously need reliable information 
and its sclent i 6c interpretation. Effort in this direction has been recent- 
ly made in respect of a section of an important community in Bombay 
City. Gujaratis constitute a leading commercial community in that 
City and the Gujarat Re^*arch Society conceived the idea of examining 
economic and nutritional condition with a view to remedying defi- 
ciencies that might be discovered in the same. The investigation was 
carried out under good auspices and an interesting report has been 
produced by the (wo authors. The ^jeci of the enquiry ^vas to obtain 
a fairly accurate picture of the income and expenditure of Gujarati 
middle class families, to ascertain the nulrkional value of the diet of 
teese people and to indicate ways and means to improve the position 
in that respect. For this work information was obtained from 
a number of families and it was analysed in its economic and nutri- 
tional aspects. The results of tee anuysis of expcndilurc have been 
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j)rc>enicd in the repon In a number of tables. The peculiarities in 
this rcgiird as well as (hal of diet have been clearly shown by groups 
of families of vanc<l Incomes. The result is a vivid picture of the 
mmoniic and social position of the families of Bomlwy’s Gujarati 
ml<!dU‘ class as a whole- The Improvements suggested are detailed and 
ppcticiihtl owing as they do from statistics carefully collected and com- 
piled. The report has amply fulfilled the object of the enquiry. 

V- G. K, 


PkiNciPUs or iNorsTwiAL Okganisatiok, by R, C. Chowdhury, 
M.Sc., Commerce IX*partment, University of Allahabad. Pub- 
lished by A. K. Chowdhury, 4, Beli Avenue, Allahabad. 1943. 
l‘p. 550, Price Rs. 9. 

'Phis neat anrl eleg.iiii >'<iUime gives an cxhau$ti\'e description of 
tho various forms and asjH^cis of industrial organisation. The prin- 
ciples on which the organisation of industries are based have been 
explainer I with meticulous rare. The chapters on Combinations, Trusts, 
Scientific Manage I lien I, Rationahsaifon of Industry, Industrial Planning 
and the Kvolutiou of Middlemen arc particularly illuminating. The 
Uiiok has Ihtd written in a beautifully simple style and special care has 
been taken by the author to ensure that even the most technical points 
arc understoo<l by all. 

1 have taken some pains to <*xaminc the book from the point of 
view of pure theory. The chapter on Industrial Planning for which 
the author can claim originalily has no blemish. 

The book, the reviewer has no doubt, shall prove an useful read- 
ing to students and an illuminating reading to the general reader and 
pros peel i VO industrialists. 

; J. K. Mehta. 


N'aiavua Vkak Book and Wiio*s Wiki j.s Inoia. Published by The 
• Xabnda Press Caleulla. 1943- Pp. $12 •¥ xix. Price Ks. 5 8iis. 

The “Nalancla Year Book .'ind Who is Who in India" is a very 
good publication for which the etlitor. Mr. Tarapada Das Gupta. M.A., 
should be congratuhitsl. This contains varied informations on <]i verse 
topics such as Solar System. Workl Production, Trade, Shipping, 
Porms of Government, Legislatures of the World, British Empire, 
Dominions, India and her Constitution, Education. L«al Sclf-Go\ em- 
inent, Commercial Organisations. Agriculture, Irrigation, Prices, Com- 
munications, Currency and Banking. Money Market, Budgets, Sports 
and various politcal organisations in this country, which are bound to 
prove useful to all In their ^daily life. A Year Book of IHTI type can 
very well be recommended to the general public as a great source of 
general information on t-arious subjects. 


H- K. G. 
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Ol’r Economic Problem, by P. A. Wadia and K T 

Published bv New Compauv, Bombav. i04V 

Pnee Rs. 6181-. ' * 

A,, excellent book which deals with problems connected with 

our production, distribution and consumption the authors, as ihcv point 
out in the Preface, have analysijed the economic problems of India 
with a view to remove poverty. A sister volume dealing niih prob- 
lems of our trade, transport, currency, banking and finance is promisc-d 
m the future, The authors have' launched an ambitious programme 
and so far as it can be judged from the first t'olurnc. now placed in 
the market, they hat'c done splendidly well- 

In the chapters on Agriculture thd authors have given a very dear 
picture <^f the present output of foodsiufifs and raw materials, and at 
the present time when we arc making effort to control the otiipui of 
th«e commodities this information is particularly handy. The diffi- 
culties of Indian Agriculture are studied in detail and possible solutions 
have been <ii<r9ActArl t> i r- ,■ 
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down Indian industries are discussed and though the treatment is short, 
it IS by no means superficial. The chapter on Cottage Industries is 
somewhat weak and the authors could very well have discussed the 
organisation and present position of s«ne specific industries in dctail- 

The book strikes a new note in the study of Indian Economics. 
It IS venr imformativc and refreshing and we slron^y recommend it 
to members of the public and especially to students in Indian Univer- 
slues. 

1 P, C, Jain. 


System op Financial Aduinistration in India, by Dr. P. T. J. 

Pinto. Published by the New Book Company, Bombay, igjt. 

PP* 435- Pnee Rs. 1 $. 

In this long expected book the author has made available lo the 
public detailed information on some highly technical matters connecic<l 

the Indian Budget. The book has been divided into three parts — 
Theoretical, Comparative and Constitutional/' “Central and Provin- 
cial Budgets/' and “Other Aspects of Financial Administration.” At 
the end the author has given specimen forms and extracts from impor- 
tant government rules in fifteen appendices. 

The author has exi^incd all matters connected with the prepara- 
tion and passage of the Budget through the legislature. The channels 
which collect revenue and undcrUkc expenditure have been studied in 
detail. The rights ami duties of the various departments and officials 
connected with the Budget have been recorded. A comparative study 
of conditions as they prevail in India, the U. K., and the U. S. A. and 
some other countries has produced some vory interesting conclusions. 

The reader's attention has been drawn to the fact that in India 
the audit and accounts functions are entrusted to thd same agency. On 
principle such an arrangement stands condemned though in actual 
practice the evils of the combined system are mitigated in several ways, 
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Blit after considering all the pros and cons tlie author comes to the 
conclusion that sejMration of audit and account functions 5n our country 
woulil not be advisable. The present system may be continued with 
some modifications. In connection with the classification of public 
<U*bl ihc author records that the debt in India is classified into 
(o) penmnent or funded debt, (b) temporary or floating debt, (c)un' 
funde<l dvbi and (d) loans from central government. But It is pointed 
out thill dtslinellon In'twern permanent, floating and unfunded debt is 
rather arbitrary. Much of the floating debt is renewed every three 
months with great case and therefore seems not to be very different 
frtjin permanent debt. Unfunded debt is floating debt and the classi- 
fication In Indian finance that lends to distinguish between the two is 
al<o arbllary. 

The author recommends that not only new items but also the 
standing charges should be subjected (o full scrutiny which however is 
not done at present in our country. He would prefer the formation 
of a U^vistatlvc committee assisted by adequate staff and the Finance 
IVparinum which would enquire into all items of expenditure every 
four or five years- Moreover, the concordants betweeit audit and exc- 
cutii'c should be published and the public must be educated in matters 
pertaining to financial administration by due publicity of the various 
stages in the formation of ihi? budget Finally, the author gives a 
warning that In any future readjustment of financial administration in 
our country the centralisation of power into the hands of the executive 
should be retained in the interests of eflicicncy and economy. 

Dr. Pinto deserves to he congratulated for having made a dry and 
difficult subject inlercsilng. He has filled a long felt gap in recent 
economic literature in our country. The book will be found very use- 
ful by university students, the legislators, Ihd legal profession and by 
members of the public who arc i me rested in these problems. 

' * P. C. Jain. 


TiiK Food Prorlem in Peace and War, by U. N. Ghosh, Published 
by the Minerva Book Shop, Lahore. 1943* Pp- P^ice 
8 as. 

Principles of War Economics. Pp. 66 . Price Re. i 8 as. Authors 
and Publishers are the same as above. 

In the pamphlet on food proldem Dr. Ghosh points out that 
before the war India was more or less seU-suflicient in matters of food 
but factors arising out of the war have created a shortage and the gap 
between demand and supply is frewn 15 to 20 per cent of pre-war 
supplies. In the Immediate future every effort should be made to make 
the "grow more food" campaign successful, but from a long-period 
point of view the insurance of a regular minimum income and employ- 
ment alone give hope of a permanent solution. 

The pamphlet on principles of war economics offers a theoreti«al 
treatment of some economic problems to which war has given rise in 
our country. The author ^ves due importance to psychological 
reactions in determining shortages and hardships to which war 
leads. It is also dearly pointed out that in order to make post-war 
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reconstruction a success care has to be taken from now to follow' 
sensible policies. 

Both the pamphlets deserve to be studied by all of us. The 
printing and get-up are also praiseworthy an<l ihe publishers ileserN'e 
our congratulations. 

P. C. Jatn. 

Tnr. Rrport op tue Millownf.rs* Association, Bom ray, For 1042 

Pp. 343+xIviu. 

The Report under revietv was presented to the Annual General 
Meeting held on April 5, 7^3. It contains a mine of information 
about the cotton textile indiisir>' in our country. In addition 10 the 
proceedings of the Annual General Meeting and abet r. acts of subjects 
dealt with by the Committee the Report contains detailed correspon- 
dence on all subjects dealt with by the Association. In a pocket at the 
end valuable statistical information is given about the cotton mills. 

In presenting the Report to the Annual General Meeting iho 
Chairman of the Association pointed out that due to the scare caused 
by the war and subsequently due to the movement launched by the 
Indian National Congress the cotton mills in India in 1^2-43 
produced nearly 4000 million yards of piccegoods as against 4500 
million yards in the previous year As to the future the industry 
is expected to thrive but the proBts in 1943 arc not likely to 
be as much as in 1942 partly because nearly 60 per cent of the produc- 
tive capacity is now devoted to war work and this naturallj^ gives less 
proBts and panV^ because Ihe Government control on the industry in 
the future is bound to increase. This is a very fair picture of the 
situation. On our part wc shall draw the attention of the Millowncrs* 
Association to two problems. In the Brst place, though our exports of 
cotton piccegoods very rapidly increased during the war, nothing has 
yet been done to improve the organisation Of our foreign trade. The 
petty export traders will not be able to safeguard the interests of cotton 
manufacturers in the future and it is Ihe producers’ organisation — and 
there is none belter than the Millowncrs* Association, Bombay — which 
has to interest itself in this matter. Secondly, the problem of replac- 
ing the old and worn-out machinery tn whole lots will arise in the 
immediate post-war period, especially because due to a heavy pressure 
of work the machinery has depreciated very rapidly. The Association 
has to interest itself in this problem from now so that the post-war 
period may not catch us unprepared. 

P. C. Jain. 

Starving Inoia, by Salyasandha. Published by Socio-Economic Re- 
search Centre, Calcutta. 1943 - Pp- *2 as. 

In this pamphlet the author offers his views about the shortage of 
food. It appears that he places a very large share of the blame on 
" inflation.'' As a solution of the problem the author recommends the 
adoption of some sort of real socialism." but it is not quite clear as 
to what this would be in practice. 

p. C. Jain. 
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Eu:xtENTARY Ecokomics. by S. N. Sen. l>v i!ic 

U<}.. CalcitHa. Pp. 240. Price R-;. j-S-o' 

I Tins book 1ms bcct» wriiicn lo njwi ihc doniaiut for some elomoii- 
tary bo^ io cover ihc Imeriiicdiato svNabiis of ibc rmliau rnjeer- 
silios. The book has briefly wriilen ni>cl is <lcpiiKrabI<', h is n 
good book on crcmcinary economics wmwn along ? radii if urn! lines 
and also covers Indian Economics. The auiUnr lias alrcadv writicn (in 
coUaboralion) ylii fufrotfiicfion to Bcoiiomif Thcorv which has become 
very popular with University students. The plvsini Imok miehr 
well secure the samO popularity with IntcmuMliate studnux. cspcciaflv 
m Behar, Calcutta and Bombay where Kconomics and Cl\ lc«. form oi^o 
subject in Intcrino<liatc Class. The priming and gci-np are nice and 
seeing thc| bulk of the book and the proem high markoi raies of p;!p( r 
and printing, the price of the book is reimrkahly moderate. | 


WiTY Tins Starvation?, by Minoo M.isni. Puhflshwl bv the Kovv 

Book Company, Bombay, i 04 . 1 . Pp. 2<). Price B annas. 

[This admirable and fascinating bo^lci has come out from the pen 
of the youthful Mayor of Bombay, Mr, M. B. Masani. whoso earlier 
work Our indiQ has already made him well-known ihronghom the 
country. Like this earVier work, Why this Stort‘otion} is simple, lucid 
ana refreshingly proximate to practical and contemporary scc*up. Mr. 
Masam calculates that even before i^i, there was a deficit of ito 
billion calories in our food-stuff supplies; and “if each of us ha<l 
demanded our full <]uota of food, no millions of our countrymen and 
women would have had to be exterminated." And since then, our 
food supplies have l»ccn cut short becausu of stoppage of rice Irnporls 
from Bunna, fo<^ supplies to Iran, Iraq and the Middle EaM and 
large armies stationed in India. Inflation, according to him, has M 
to hoarding of grain ; but Ihis hoarding is inevitable in the existing 
state of affairs. He fixes the responsibility of it on those who have 
waged the war and demands tat increase lit Ihc cultivated area an<l 
imports of wheat. The book is written in a language and style which 
arc sure to make an appeal lo the general readers and wc strongly re- 
commend it to them.] 


A History of Indian* Currsncy, by M, V- Bhatw.idekar, M.A. 

Published by the Popular Book Depot. Bombay (7), 1944. 

Pp. 180. Price Rs- 3-S2-0. 

[This little book on Indian currency " Is a simple narration of the 
major currency events in India coupled with a brief review of the five 
currency reports." The "modest aim" of the author in writing this book 
has been to trace "the history within reasonable limits” for the benefit 
of students and general readers. In (his the author has been generally 
successful. Students on the look out of an introductory book on the 
history of Indian Currency will do well to study Ihis book. The final 
chapter gives in a handy form (he recent developments from 19.39 tc 
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AIMO Pl^nUCATIONS. (0 Dtsiricl IttduslricIiZQtion Drive by Sir 
M. VisviTAva. Pp. 44. Price Kc- r. (ri) Industries in Bombay 
City. MoiiV^rnph No. 5. Pp. 16. Price Annas 12. (m) The 
f^ayon Industry. Monograph No. 4, Pp. 2$. Price Annas 12. 
riiMishe<l in 1 04 3 by ihc AII'Tri<lin Mamifaclurers' Organisation, 
Bombay. 

(The inn'll import aJil of these three charming and nicely got-up 
A!MO l>cxikMs is the District ludustrieilisotion Drwe by the President 
of I hr Organisation. In this. Sir M. Vi.svcraya sets out a practical 
plan for rapid promotion of industries, mainly of cottage and small- 
scalr \y\ic, in rural anfts and (lescrilK« the constitution and working of 
ilu* District Councils, \'illagc Group Committees, City Councils 
atid I'ownship Cojnniitt«*cs pro|>o«sl by him by organising which people 
can indnslriabze llwir country in a short lime. \Vc svish that this 
booklet should l»c widely rda<l and though Ihe people of this country 
instinctively regard 1 itdii -i rial i sal ions a duly of State, it would certain- 
ly impros’ them and h i us hope help them to revise their attitude. 
hidu-ttrii's hi Bomtuiv City is .a hridf hut g<iocl acemmt of the industries 
llourUhiiig in this •‘nuliMrial nu iropolis of VVesient India,’* mainly 
l)asc<i on information coUccte<l frmn ofttcial sources. Of the 1205 cs- 
lahlishmenls Iwaiccl here. I »i*lf mg to the engineering group and 
ioB to the textiles group. The Kayeni Iiidnstry is a practical plan for 
the starting of this industry in India. According to AIMO calcula- 
tions, an investment of Rt*. 1 crore in this itu^irprisc would yield a 
profit of Hs. iH lakhs |K*r annum. There is a large national market 
for rayon or artificial silk c»f which we arc large importers. Wc 
congratulate the OrgaiUHalimi an<l its l*r«d<Ufiii for the excellent work 
that they arc doing aii<l wish them all success.) 
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PRICE POLICY IN WAR-TIME 

BY 

S. R. Bose, M. A., B.Sc. (Lond.) 
t*Toie$sof of Economics, Pntnn College. 

Wai', moj'e than anything else, is tapal)l(* of shaking 
the social life of the cominunity to its very foundations. 
It snaps old and long-estahlisheil cultural, coinniercial. 
political and domestic contacts, and calls for far-reaching 
readjustments. New needs, new habits, new values and 
new methods of trade and organisation take the place of 
old ones. Almost no sphere of life escapes this new 
orientation. It is therefore no wonder that price mecha- 
nism one of the most delicate and sensitive of economic 
seismographs set up under a regime of free cntei’pj'ise^ 
should record the effects of the cataclysmic upheaval 
brought about by wai'; and the shock may even be so great 
as to damage the instrument itself, necesvsitating its le- 
pl^ement hy a new one, possibly of a different make. One 
thing 18 certain and it is that war has to be paid for, or, in 
other words, that war ciDsts money. What this in its turn 
impheff is that war creates a new demand for certain types 
of goods and .services which it <‘OSts something to produce 
or purcha.se. It is not implied that all this new demand 
IS a net addition to the old existing demand; foi- some of 
the new demands may simply be substitutes for the old 
ones, Thus if military boots and khaki shirts are requir- 
ed in war-time jn large quantities for the new recruits to 
the army, they merely replace the demand foj' ordinary 
shoes and shirts which these recruits were making in civil 
life before joining up. but which they would no longer 
make. But some demands such as those for ammunition, 
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tents and antiseptics used to dross the wounds of fighting 
forces may represent a net incroase of demand. No doubt 
it is not always easy to distinguish lietween these two 
categories of new demand brought about by war conditions, 
War may even increase the demand for articles which are 
not spe< ially called for in furtheraiu'c of militaiy opera- 
tions. if tlio standard of comfort at which the army re- 
cruits are inn into ined is higher than the standard to which 
they were au ustnined in civilian life. As war brings about 
an inci’oaso of deinaml for certain classes of goods <and 
services, it may also redine the ileniand for certain other 
classes of things. Thus by separating husbands from 
wives it may re<luce the hirth-ralo of (he community, there- 
by reducin|» the clemaml for (he services of the aoc-oucheuse. 

How IS (ho adjust meiu of supply (o the new rondi* 
tioiis of demand to Ik* brought nliout and what effect will it 
produce on the price structure ? A community, at any 
time, has a linii(e<l amount of resources in men and 
materials which is luiliseil either directly in producing 
the goods and services it requires for consumption, or in 
producing goods and .sc rv it vs in exchange for which it 
gets the thing.s it wanis. If (hero is a net increase in the 
amount of good.s <lemanclod in war-time, there arc three 
different methods of meeting this increased demand. 
Firstly, if there are unemployed resources, these may be 
pushed into s<*rvice in meeting the exti*a demand for goods 
and services, ^Secondly, patriotic sentiments may cause 
women who ordinarily clo not do much work, or old persons 
who have retired from active work, to enter the ranks of 
industry in wartime. /It may even induce trade unions 
to relax their rules with regard to working hour.s, the 
weekly day of rest, etc., with a view to increasing produc- 
tion. ’/Thirdly, the extra goods and services required may 
be procured from another friendly nation on a lend or lease 
basis without the necessity of immediately paying for 
them. If any or all of these methods combined do not 
suffice to meet^ the increased demand for goods and services 
in wartime, then it becomes a question of choosing be- 
tween alternative goods and servkvs; and since war neces- 
saries must get priority over other goods, resources come 
to be utilised for their pi-oduction at the cosff of other goods 
which they were producing before. Where military de- 
mand competes with civilian demand for the same good, 
the public supply may be rationed, or the public may even 
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depi'ived altogetlio)- of the good which is recei ved for 
miJitary use, as in the case of patrol. But how do all 

thenisolves out through the niecluuiisiii 
of public finance and prices f .* • 

f carrying on warfaiv is the business of the 

btate and the State must provide the finance necessary for 

* j ^ voluntaiy and honorai y work as 

that done by women m providing war comforts for the 
hghting men, most of the eiTorts needed for nieeliiiff the 
mcre^ed wartime demand foi* go<Jds have to fie paid for 
Whether soldiers arc c-onscriptcil foj* the war front or 
workers ai'o conscripted foi- the h<ime front, they iiave to 
^ paid for the jobs they are forced to discharge, even 
though the wages jiaid to them may. in some cases, he less 
than wJiat they were earning or would earn in their normal 
occupations. The State may secure the necessary finance 
either by taxation, or liy loans, or by inflation, oj- by a 
combination of nil these. I am leaving out of account as 
or no consequence the voluntary or so-called voluntary con- 
tributions made by a few in furtherance of war purposes, 
as alsothe proceeds of war lotteries, charity performances, 
etc. Xr^ation is a transference of purchasing power from 
the citizen to the State, which the latter devotes 
to meetmg its own m^eds, mostly uiiprmiuctive in wartime 
and thereby deprives the former of a part of liis own con- 
sumption Thus though taxtion has the efTe<t of altering 
individual prices, the price level as a whole would not bo 
much altered if the total volume of consumption goods pro- 
duced remains the same. But this assumption is wholly 
unwarrantable in wartime. Tax income in wartime is 
mostly utilised in producidg and procuring goods and 
services which arc not wanted by the ordinary citizen for 
consumption: and hence it has the effect of diverting men 
and resources fiom the task of satisfying the ordinary 
wants of life. Such taxation may, therefore, cause a 
considerable rise in the prices of consumable articles by 
reducing their supply, while keeping the total of monetary 
demand for them nearly the same. 

Loans, whether coming out of savings or income, 
whether voluntaiy or forced, have much the same e/Tect on 
prices as taxation. They too in wartime divert men and 
resources from productive to unproductive channels, and 
tnereby raise the prices of consumable goods. Loans are 
but deferred taxation with the additional burden of in- 
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I e rest pay J lien Is thitwn in It is all buukuiu to say that 
by moans of loans wo oaii make the posterity pay for the 
war, unless some fiieiully foreign nation by means, of lease 
or loan is pi opared to uiniertake all the sacrifices of war- 
time for a.lH‘11igomit nation. Loans may, however, have 
ail olomeiU of inflation in them, ajid cause a double rise in 
the prices of eonsumable floods, if they are advanced by 
banks l)y a proc-i'ss of ciedit ei'eation. The easiest though 
somewhat dangcrons method of securing additional goods 
and serviees reciuired for carrying on the war, is to pay 
for them hy means inflation, by the issue of extra 
cunenev either dirtHtly by the State, or by Iwr rowing 
from the note issuing bank which is at the same time freed 
from its obligation of nmintaining the convertibility of 
its noU‘s int<» gold. Inflationary financ-e is the ^uroe ot 
a ilouble rise in (he jiriees of lonsuinafde goods; by witn- 
d rawing men nnd resourxes from the production of con- 
sumable goo< Is U) meeting the demands caused by war, it 
reduces the supply of (he former: and sm>n(lly. by increas- 
ing the stock of monev in the hands of the consumers to 
purchase this rodmrri sniiplv of coiisnmahle goods, it in- 
creases the demaiul for such g^HsIs. InHution moves in a 
vicious spiral, nnd when niU‘ontroUe<l. degenerates into a 
race between the printing firess and prices as to which can 
move the faster. Inflation in its effects is a veiled form 
of taxation witli regressive effect, Le., the poor have to 
make a higher «*«mtrihutioii in pmportion to their income 
than the rich. I tieeil not discuss here in detail the various 
devices such ns the ctmirnandeoring of foreign securities, 
foreign exchange, golrl coins nnd bullion, etc., by means of 
which the imports of %var materials from foreign countries 
are financed. In fa<v t»f rcduce<l exports to forei^ 
countries ne<‘essitated hv want of shipping spac'c, diminish- 
ed pro<luction of ex|>ortnhle goods due to destruction of 
maiuifaeturing fihuU by enemv action, or its diversion to 
the production of war r>ec(‘ss!ties. the imports from foreign 
(•nun tries for civilian consumption have to be curtailed, it 
imports of war materials have to l)e kept up or increased. 
The effect of meeting the increased demand for war 
materials liv importing them from abroad is, therefore, to 
raise prit^es, particularly the prices of imported consum- 
able goods.. 

We have now seen that whatever be the method of war 
finance adopted and very often a combination of all the 
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diJYereut methods has to l)e adopted, — a rise in prices is the 
inevitable outcome of wav conditions, which makes itself 
specially felt as the tempo of war gathers momentum. 
Vet no government can afford to contemplate with iudiher- 
ence and passivity the rise of prices; and foj* this there are 
some very good reasons./ Firstly, the pj^ices of the neces- 
saries of life the demand for wliicli is inelastic, are likely 
to rise the most, if there is a curtailment of supply brought 
about by the diversion of resources to the production of 
war materials, stoppage of foreign sources of supply, 
destruction of manniacUiring plant by enemy action, or 
if thej'c is an iiicreese of money supply. ( ost of living 
of the working classes is raised, aiul as wages fail to key) 
pace with rising prices, diwontcui l)ec<)jnes general. No 
Government, dejnocratic or authoritarian, can. specially 
in wartime, afford to lisk the discontent of the workers 
and the strikes. stop])ages ami |H>litical pressure which it 
gives rise to. To stahilist* the cost of living some Gov- 
ernments would even go to the length of subsidising the 
sale of certain essential articles like l>read and potato ut 
prices lower thaji the cost of pioduction. Secondly, the 
Government itself in wartime is a purchaser on a large 
scale of many of the nec-essaries of life such as food, 
clothing, boots, etc., to feed and clothe its expanding fight- 
in^ forces, A rise in price.s would compel the Government 
to J*aise more revenue to piirclmse its requirements and to 
pay its employees at higher rates nt»<essiiated hy a higher 
cost of living. Thirdly, higher nrievs mean higher cost of 
living; highe)’ cost of living is tol lowed l>y higher wages; 
higher wages by raising the cost of production lead to still 
higher pnees; and this in its turn is followed by still . 
higher wages: and this game of the cat chasing its own 
tail goes on merrily till all confidence in the currency ' 
disa^ear.s and the normal exchange system breaks down.' 

The charmed circle has to be broken some where; and 
it is as well that the control is introduced at the price end 
as at the wage end; for if price is determined by cost, cost 
is also sanctioned \yy price (or as the i^conomist would say, 
the conduction of value is both backward and forward); 
and if the price of the product is fixed, the prices of the 
factors of production would adjust themselves according- 
ly. Fourthly, sometimes the high prices charged from 
consumers are not due to an appieciable rise in the cost of 
pj'oduction, but are caused by I'esti icllons imposed on the 
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tliUlspoi't syi^tem in wartime which reduce the supply at 
pajticuiai* places and times, as is the case in India with 
coal, salt and foivigii medicines; or again, it may be caused 
by ii l eversai of the iioiinal desire on the part of retailers to 
Si'll goods (juiekly, and (he growth of a tendency to withhold 
stocKs from the market in anticipation of futui'e shortage 
nf supplies ami i*onse<juent rise of prices, as is possibly the 
ease with keroseiu* jji India at pj'eseiit. The second cate- 
gory coi i esponds tc» what the economist calls charging 
according to the cost of reproduction (the replacement cost 
ol (ominoj'cial terminology) rather than production. This 
kiiul of exploitation of the consujiiers by the dealers is 
known as profUcering; and in wartime when everylx)dy else 
is called upon to make sacrifices in the interest of the nation, 
it hurls j)uhlie sioitiinent to find somelwdy making un- 
deserved gal iij<. This evil can lie tackled in various ways. 
The ant ii'i paled future shortage biought about by disor- 
guiiisatir)!! c^f ccmimiinieations can be partially met by 
campaigns like “(Imw More Food’' or “Eat Less Sugar”. 

A uti-j)rnli leering laws may he passed, baeked by a system 
of pi icC'tonlrol, to keep prices near Ihc cost of production. 
Alternatively, the extra piofits may lie dealt with by means 
of the Excess Pjofits Tax. As f^etwoen a policy of price 
I'ontrol and excess profits tax, the former appears to he 
preferable if it can lie properly enforoed; because the latter 
throws the burden of the tax on the poor consumers; and 
further, the ext^ess profits may be easi y concealed by man- 
ifnilotion of accounts and it may bt* difficult to tap them. 
More often, however, all the various devices are 
brought into operation simultaneously instead of ivlying 
on any one of them exclusively. Fifthly, wo have seen that 
Government in wartime have to de|>end_for their finance 
to a large extent on war loans. The suites of war loans 
turns upon the possession of surplus funds by the com- 
munity. This surplus is the oulcr>me of an excess of in- 
come over expenditure- The money income of the com- 
munity tenrls to go up in wartime owing to a reduction of 
unemployment, the drafting of women and aged persons 
into the ranks of industry, overtime work and longer work- 
ing hours, and fewer strikes and lockouts. ^If this in- 
i reased income instead of dissipating itself ih. purchasing 
the same or a i-ediU'ed sto<'k of consumable goods at higher 
prices, could he made available to take up war loans by a 
system of controlled prices combined with strict rationing 
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(this in effet't would amount to fomnl saviiiR), tioveni- 
iiients would find the financing of war a.nsiflemlllv easier 
Mr. (now Lord) Keynes would even go farthei-. and ratlier 
tnan allow the increased earnings of wartime to iiush nn 
prices, he would compulsorily deduct a part of the earn- 
ing of workers and make it availaljle for war finance ami 
only refund it to the workers at the end of the waj\ Sixtli- 
ly, the burden of the war loan contracte<l in war time 
when prices tend to be highly inflated, will be greatly 
enhanced when with the return of peace cmifli lions, as ex'- 
p^erience and theory teach us. tlie price level cr>mcs il( 5 wn. 
The principal of the debt when il comes to In' reimid and 
the interest charges, though remaining <rjnsiant in terms 
of money, will represtmt a larger amount of goods and ser- 
vices than when the loan was (ontratted. 

The arguments for State conii-ol of prices as set tuit 
al)Ove, assume conipotiti<m to lie ojHu-ative, But the forces 
of competition may l>e materia lly inlcrfercd with in war- 
time : foreign sources of (*0111 fie’til ion mav lx* practi<ally 
eliminated, and even internal cxmipetition’ speiially in ah 
undeveloped country like India, mav l)e impeded’ by the 
impossibility of importing machinery and stores from 
abroad, and the restrictions imposed cn iransport facili- 
ties in the interest of military inovcmentH. The case for 
control therefore, becomes all the stronger n.s with the 
vveakening of (oni petition the chances of exploitation of 
the consumer becomes greater. Even i'oin))elilion, to 
produce its beneficial results, must take time to allow its 
forces to work out their full effects: and time is so precious 
in wartime that short perio<J or immediate cfTocts more 
often dictate economic policy than long period or ultimate 
1‘eaulta. Thus if owing to an invasion of Birrnia. the 
supply of Burma rice is cut off. there may he a substantial 
rise in the price of rk*e in India till she can make suitable 
adjustments in the acreage of land devoted to rlilTerent 
crops. In such a case the price of rice mav have to l>e con- 
trolled during the period of transition. - 

Having now considered the grounds on whi< h Govern- 
ment seek to control prices in wartime, let us examine 
the implications of price control nioix* carefully. Pri<‘C 
control in wartime is mainly aimed at keeping in chock 
the upward movement of prices; but it is certainly possible, 
in {peacetime if not in wartime, to enforce price control with 
a view to check the fall of prices. The Government of 
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Bengal may. in peacetime, attempt to set up a minimum 
price of jute when the jute market is slumping; or the 
Government of India may. in wartime, fix minimum prices 
for the various securities it has issued. In fact the 
producers and tlealers may justly urge that the Govern- 
ment has Jio right to prevent them from reaping the benefit 
of high prices, if it do<‘S not help them in cutting their 
losses when rices ai-e slumping. The control may either 
hx a maximum price allowing fluctuations in the down- 
ward direction, or it may lay down a definite price which 
has to he adhered to hv every dealer. The former method 
seems to have the advantage of allowing inferior or ad- 
ulterated grades of the article to l)e put on the market at 
lower prices, hut this would be ruled out under the latter 
method unless the grade Is rigidly determined and speci- 
fi<‘nlly hud down. It is neither practicable nor necessary 
to rfiiitvol the 1 1 rices of any hut a few pssimtial commo- 
dities largely demanded hv the |)oorer sections of the 
(‘Oinmunilv. ' FA-en In this limited list of coiniiKidities, 
every article exhihils a numlK'r of grades, qualities or 
varieties with a different firuT for (“JU'h. All ^ 
possilde is to provide uhal tlie Amcrieatis a “coiling 
for the price of that grade f»f a thing which is the most 
wirleiv ('onsumed. It is css<'nlirtl that the graile nr qua- 
lity should Ik* cloailv flefiiied: otherwise, unless the grade 
for wliieh the prii-c is fixer! is absolutely the lowest there 
is tile possibility of deterioration in the quality of the 
article, such as the suhstitution of adultered ghee for pure 
ghee; ssiniilarlv. if the f>ric-e of a phial of patent n^edicine 
is fixed, the contents of the phial may lie redm^ed. Though 
the price of only one gra<le of any artiide may lx* controlled, 
the extent to which the other grades of the article will feel 
the effects of the naitrol will depend upon the -extent to 
which thedemanrl isi apahleof lieing shifted from one grade 
to another. Tt is possibly to overcome the difficulties aris- 
ing from the existence of <lifferenl qualities of a thing that 
the sn-cnllcd “ulllitv <lolhing“ was evolved and its price 
fixed. 

Another inii)orlant point in connection with price 
control is the stage at which the price is to be fixed. The 
price of the finished article in the hands of the retailer 
may he regulated, leaving the semi-finished good and raw 
materials to adjust their prices in accordance with the 
price fixed for the finished article. This will work satis- 
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f ac tor ily only if the pei'son in charge of each stage of pi'o- 
daemon is strong enough to scafegnnrd his own interest. 
if there happens to be a weak link in the chain, it is like- 
Iv to be squeezed. Thus if the price of rice sold hy the 
dealer is controlled, with a view to prevent him fiom 
making high profits by charging a high price for it, the 
result may only be that the profiLs of the dealer arc not 
curtailed in any way, but the poor cultivators of paddy 
are compelled by the dealer to accept very much lower 
prices than the price fixed for ric-e would justify. There 
IS yet another danger. If the price of a. nnislied commo- 
dity, say ghee, is controlled, hut not the price of other 
products like butter, or raw materials like milk, the 
consequence may l)e that the price of milk will loniaiii 
high and be used for making butter the priev of wliicli is 
uncontrolled, and will cease to l)e sold to ghee makers. 
It is needless to add that the fixation of the j>rice of a 
commodity will be largely nugatory unle.ss the )) rices of 
all its rival and substitute commodities are also regulated. 

control of prices at the finished stage is beset with 
difficulty, the control at any earlier semi-finished or raw 
material stage, will present still gi-eater difficulties. To 
l>e effective, therefore, price control must take within its 
purview all the various .stages of production and distri- 
bution. 

The area over which a price fixed is to In* operative 
should also claim attention. Here the question of trnn- 
sport-cost is important. The nearer the source of produc- 
tion, the lower the pric-e to bt* chai'ged. Account must, 
however, be taken of alternative .sources of supply. Thus 
if a town depends for its milk supply partly on milk pro- 
duced within the town itself, but mainly on milk Imjiort- 
ed from outside, what is the extent of allowance to Ik* 
made for transport charges in fixing the price of milk? 
An economist will say it should equal the cost involved in 
transporting milk from the most distant source of supply 
which is nonetheless essential for meeting the town’s 
demand for milk. In any case pritK* differentiation must 
be allowed not only between diffei-ent towns, but between 
different markets In the same town. If there are alter- 
native methods of transport, the cheapest one whi<h (an 
carry all the necessary traffic, is the one to be ret konerl 
with. All unauthorised charges which, all the same, the 
dealers are accustomed to pav such as tips to railway 
F. 2 
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officials, etc., should uot l>e left out of account. If the 
C'ontvol takes untie i* its protective wing both retail and 
wholesale prices, it has io decide by how much should the 
one he allowed Io cxcml the other; perhaps the normal 
pro- war practice in the matter will provide it with a 
guide. Again, prt'sumaiily the price fixed is the cash 
price; and when sales are made on credit, the price charg- 
vi\ miisi Ik* allt^wod to he somewhat higher. Similarly, 
price iliffereniialioii depending upon conditions of sale 
(whether suld in hidk. or in lontainers or wrappings; 
wlielhci' handed over aerass the counter, or delivered at 
<’Ustomcr's residence) will have to l)e permitted, The 
division of joint and general costs, such as the rent of 
the shop, wages of sidling a.ssistants, etc., among the 
difiVreni j)n«luc|s te» he .sold, is a highly technical matter 
which can only U* handled satisfactorily by an expert. It 
as a residt of ))ri(T (oniml. particularly when Govern- 
ments or I/HftI Uxlies sot up their own shops, the services 
of some of the intermediaries can lx? cut out. the price 
should he c'orre.spondinglv reduced. Similarly, if as a 
result of air raid danger the ri.sk of the prndiK'ers and 
dealers is increased, the normal pmfit margin allowed to 
them shoxihl be raised. Finally, lomplete and reliable 
statistics of production, stocks, sale and consumption 
should 1)0 available to the controlling authority, otherwise 
there is a danger of its playing into the hands of the 
<lea 1 ers. 

Assuming that somehow the correct price has been as- 
certained and fixed, for what period is this price to be 
operative? The obvious answer is till somethinp has 
happened to justify a change in the price. But if the 
prai tice is followed of issuing pri<‘e lists only once a week, 
as is the case in ihe town where the author lives, it may 
give rise to some difficulties. Thus if during the curren- 
cy of a price list something happens to raise the cost of 
an artifle, .such as a ri.se in railway freights or cartage 
rates, its effect on price.s is delayed for a number of days, 
with the (onsSequeni e that sellers anticipating a revision of 
the price list next week, may refuse to sell till the revised 
list comes into operation: or if they are compelled to sell, 
naturally grumble at the loss of profit which they might 
have made if prompt action had been taken by the con- 
trolling authority. Most commodities show marked sea- 
sonal variations in price, and these have to be provided 
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for, A very interesting question is whether a snuculative 
market c^u develop in a coniinodity the priee of wJiieh is 
(^ntrolled; and if so, whether it sliould be allowed to 
develop. I am inclined to answer both the queries in the 
amrmative. 

The task of the controlling authority does not end 
with the issuing of a price list. It must see to it that the 
consumers do get their supplies at the prices fixed. Even 
when the prices fixed are reasonable and allow fail* remu- 
neration to everyone concerned, the dealers are likely to 
harbour a grievance if they are deprived by the control 
of the extra profit which they find ;ui op|>ortunity tjf 
making in the abnormal war conditions. The jnopciisiiy 
to hoard and withhold stocks from the market becomes 
very pronounced on the part of the dealers, especially if 
they think that the control will l)c ineft’ective and ulti- 
mately withdrawn, or that it will allow generous incioase 
in price in the future. This has to l>e prevented by 
effective supervision so that a “black market” docs not 
grow up. The absence of the practice of giving cash 
receipts for goods sold makes supervision alt the more 
necessary in India. The buyers, on the otlier hand, 
anticipating continuous rise of price in wartime and 
being uncertain of future supplies, try to lay in as much 
slock as their means and storing capacity will permit, 
This is the familiar e<?onomic fact of iiersons fleeing from 
money into goods, which raises the velocity of ciiculation 
of money in times of rising prices. It is unreasona})lc to 
expect that the dealers will be able to meet this abnormal 
demand of the consumers and Sfjme kind of rationing 
becomes necessary. A very rough form of rationing has 
been introduced in India such as not selling to a single 
customer more than one rupee worth of any good at a 
time. But this can be easily ciic'um vented. It is only in 
the case of patrol that anything like a scientific type’ of 
rationing has been attempted in India so far. To meet 
difficulties of a similar type the Government of U. S. A, 
has recently prohibited instalment sales. If the pi ices of 
only a few articles are controlled, and the dealers in these 
articles find opportunities of making large profits by 
tiling to other lines of trade, it is possible that the 
Government may have to open its own .shops to sell articles 
at hated prices. Similarly, if a manufacturer produces 
from the same raw material, say steel, two different articles 
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such as rails and joists, aud the price of only one of these 
products, say rails, is coiiUolIed, then he may decide to 
give up manufacturing rails and confine his activities to 
pi St making. In that event the Government may itself 
have to take up the manufacture of steel rails for the 
market and sell them at the tonti-olled price. 

Lftstly. a word may In* said alwut the administrative 
machinery of pria* coritJ'oL It is very necessary for the 
success of price regulation to have a centralised control. 
Even if the work Ih' entrusted to the Provincial Govern- 
ments. it is essential to establish dost* co-ordination be- 
tween them; otherwi.si^ thev may he playing at cross pur- 
poses. Thus if afUn* making due allowance for dilTerences 
in transi>ort <osts, ilie (Jovernment of Madras fixes a 
higher basic price for sugar than the Government of 
}^om)>av. then all the sugar will gravitate toward Madras 
and Hombav may l)e left without any sugar. The dim- 
culty of the work of price control has lM‘en enhaiued hy 
the policy [uirsued by certain pj-oyirn'es of ])iohi)>iting the 
export of snpf)lies Xt* [daces outside the province*. This 
has iiccessilatcil the ap|V)irilim*ul of a Wheat Commis- 
sioner atiil a Sugar (Vuiii-ollcr hy the Central Government 
for idiot iiig (|uotas an<l fixing prices of wheat and sugar 
in the <lifferent pi-oviluvs of India. The persons in 
charge* of the luachinerv of (*ontrol should have some in- 
sight into ecoiKHiiic prfddems in general and marketing in 
particular; thev shoiiUl lx* sympathetic and honest. Price 
c>ontiol is pnrticularlv diiriciilt in India in the absence of 
rcliahle statistics of pnMluc tion. slocks and consumption, 
the lack of gra<liTig facilities, the non-emergen<'e of the 
habit of granting <asli nxripls for sales, the want of 
strong organisation of producers and dealers, and the ex- 
istence of a birg<' numlior of semi -independent provincial 
governments and Slates. The standard of efficiency and 
honestv of our public servants is certainly not as high as 
in Great Rritain. Speaking of the results of price control 
in (ireat Britain Mr. (now I. or d) Keynes says, “Shop 
shortages and queues lead to gi*eat injustices of distribu- 
tion, to an abominable waste of time and to a needless 
fraying of the public temper*’. But if the difficulties of 
control are greater in India, the necessity for it is probab- 
ly less, in as much as the pei-sons vitally interested in it 
are the urban wage earners and salary receivers, who form 
as vet a very small pioportion of the total [wpulation. 
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W^t then are the limitations of price control ? Eftec- 
tive price control involves regulation of prices all along 
the line in the march of production from raw materials to 
finished products. This is only |X)ssible where all the 
stages of production ai*e performed under the jurisdiction 
of the same controlling authority. Prices of goods import- 
ed from abroad, or from another province, admit of only 
partial control. Conflict of interests between difFerent 
provinces is another inj pediment to the introduction of 
control. The Punjab which grows wheat for distribution 
among the other provinces, Bihar and the U, P. which 
produce sugar for providing a supply m the rest of India, 
Bombay whicli mocluces chith for ox’j>ort to places all over 
India, niav each want that its s|HHoal product should he 
excluded /lom price control, so that it may improve its 
position ris-/t-cis the other pi-ovincc*s. Adventitious gain 
accjuing to dealers owing to shoi'tage of supply, can be 
more easily controlled than the loss incurjcd l>y, say the 
growers of iute and lac, if they find that as a result of 
outbreak of hostilities, the chief foreign markets on which 
thev depended for selling most of the produce, are cut off 
and in consequence price slumps. To maintain prices 
Government may have to remove all the surplus stock from 
the market by itself purchasing it at controlled prices; and 
then either destroy it, or hold it ovej\ if j)ossiblo, for futuie 
sale. FnrtheI^ control of prices logically involves control 
over the distribution of resources. If the temporary 
shortage of a commodity is prevented by means of price 
control from laising its price, then some substitute (such a.s 
propaganda oj' regulation) must l)e found by the Govern- 
ment to replace the motive of private gain, which when 
prices are free to rise, induces the producers to divert 
more resources to its increased production. It has already 
been seen that practical considerations rule out the appli- 
cation of the machinery of control tn any but a very limit- 
ed number of essential articles. That being so, what is 
there to prevent the producers and dealers in the controlled 
commodities from abandoning their line of business in 
favour of some other, where, in the absence of price con- 
trol, the chances of extra profit would be greater? The 
profit motive would be hacked by the desiie to escape the 
vexatious attentions and inquisitorial methods of public 
officials in deciding them to adopt this course of action. 
Even in the limited field of strictly essential commodities. 
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sojno rise of prices in wartime is unavoid abJe. Thus if the 
ioii scripted or expanded army is maintained at a higher 
standard of cum for I than what the soldiers were accustom- 
ed to in civilian life, the total demand for many of the 
ess<*iitial articles would now be greater than before. If 
the extra supplies of some of these products such as wool 
iuid cotton lor wdnter and summer clothing can only be 
procured at higher real cost, i\e., if they are subject to 
decreasing returns, then even without any inci'ease in the 
rates of remuiiei'ation of the agents of production, the 
money eosts of these pi'oducts will have been enhanced. 
Tlie control, with all the good intentions in the world, 
will fail to stop this rise of price. If owing 1x) an increase 
in the real cost of gootU or a shortage of their supply, the 
cost of living rises, thei*e would be clamour on the part of 
the low paid employers working under Government, Local 
liodies and private employers for dearness allowance. If 
this demanu is w needed, as has been done in India, the 
beneficiaries may l)c able to maintain their economic posi- 
tion intact, hut it (lm‘s not solve the problem created by a 
sh<u tage of supply or a rise in the real cost of production, 
which is that some one has to go shoi t. The payment of 
dearness allowamc simply brings about a redistribution of 
income: and the more universal the payment of dearness 
allowanct' becomes, the less effective it is to serve the pur- 
pose f<»r which it* is intended. Price control and dearness 
allnwaiue are thus incompatible. If the Government 
wants to follow the policy of keeping prices under control 
in wartime, it is essential that it should attempt to atabili^ 
wages, profits, interests and rents; and above all, avoid 
the methods of inflationary finanace. 


ECONOMIC CONTROL IN INDIA DURING 

THE WAR 


BY 

S, Kesava Iyengar. M.A., 

Professor of Economics, H. R. //. 7'ke Mznm's ('o/ie/je. 

"There are only economic* and unc*«»noniic wavs of 
achieving given ends.” 

L- Robbins. 

Next to n)ilitai*y and naval victory, a victnrv 
the economic front is paramount.” 

President Roosevelt. 

During three years of the Great WojOd War No. II. 

the world has seen the most magnificent exi>erimeiit 

social as well as industrial— made possible by the mechani- 
sation of war but for which even an outlining of the 
experiment should have been unthinkable- ‘Total war 
effort implies not merely the maximum destruction of 
men and material amongst the belligerents, hut also the 
maximisation of production with a bias for war man- 
power and material and maximum avoidance of waste 
(meaning non-war waste). It further implies drastic 
reduction in civilian consumption consistent with the 
preclusion of a possibility of a deterioration in the standard 
of life. The maintenance of the purchasing power of the 
currency is also an integral part of the war effort, for 
^uring the maximum use of resources for production. 

1. Economic control" is a huge laboratory with numerous 
apparatuses and tools, and different kinds of switches and 
plugs, propelled by the same power plant, ojwratlng in 
different sections and in varying ways, but all resulting in 
the same use, namely, maximum war effort of the best 
quality. Economic control is one integral whole, depend- 
ing for success on the co-operation and co-ordination of the 
constituents. Grenville Holden wrote in 1940: 

*‘Mr. Keynes* proposed "income-tax" loan and the 
case for direct rationing and exchange control 
are complementary devices having a single 
239 
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obiective: folenso of economic I'esources for 
military ])ui|)Oses without inflation/' 

In the words of the Economist dated October 21, 1939» 

“No |)ncc control measure can be effective in an 
economy whei^ such fundamental factors as the 
quantity of money » the level of interest rates, 
taxation and the amount of goods available are 
regulated on entirely different principles or 
simply left to look after themselves.” 


A. What is Etonomic Control t 

The main features of economic control as practised 
among the principal belligerents are these: • * i 

1 Victory in the war is the given end and the task 
is to achieve the end in the most economical manner, an 
axiomatic condition accepUd at the same time bemg that 
thci-e shall be no ceiling with regard ^ war expend tore^ 

“Professor Robbins will not allow us to say that 
war was bad from an economic point of view. 
If the antici paled result is worth the sacrifice, 
then there can \k no economic objection," 

E. Cannan. 

2 Subject to adequate provision for victory, social 

stability shall l)e safeguarded through maintaining both a 
floor and a ceiling for prices, cost of living, wages, interest 
rates and profits. This objective is t;|^ified by the recent 
announcement in the U.S.A. of the iSrector and Board 
of Economic Stabilisation. , . 

3. Social stabilisation shall be from the long range 
view-point. Great care is taken in conserving the labour 
potential, the capital assets and the natural resources so 
that when victory is won, there shall ^ minimum 
disturbance to social welfare. The industrial revolution 
in the 18th and the 19th centuries, brought with it huge 
Conscious’ waste and severe class conflicts, war ex- 
perience now must enable men to emerge from this war 
nfinitely more sober with a really dmwratic psycholo^: 
the first sign of this is the Atlantic Charter. And the 
economic control system developed during war time is 
bound to be cumulatively accentuated in post-war re- 
construction as well. 
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♦I — closer contact has been established as between 
the administrative and the academic circles the ktter 
nowadays tangible tolerance if not the respect 

setting for themselves 
XaX' t?: coXr.^ annclairhas been 

5 Mainly on account of this, there is nowadavs a 
publicity about both |mlicy and data. \he 
White Panel issued by the British Treasnrv (containing 
facts and figures about war finance) and the lecent nubli? 

Koosevelt in eonnec- 
Act, are examples. This 
publicity helps the Governments in securing greater con- 
fidence and co-operation of the nationals. * 

B. Apparatuses and Tools. 

In practising economic control, ilie lielligerents have 

"PParatuses and tods, the more 
imp 01 taut of which may l)e oimme rated now. 

1. N/Jtional Income. 

Ihe 8iK>reine objective is to maximise production 
specially of war material. The British national personal 
income rose from i4048 million in 19;i8 to £550(3 millioa 
in the calendsar year 1040, and to £5207 million in 1041 
in terms of the inirchasiii^ Ijower of the £ in 10;38, 
the national income of Britain was assessed at £5587 
njillipn in 1938 and at £0700 million in 1942. That is, the 
tijjtish national income rose by alwut 20 \k‘V cent in foiii' 
years. The national income of the V.H.A. rose from 88 
billion dollars in 1039 to 133 billion in terms of the 
purchasing power of the dollar in 1930. The national 
income of the U. 8. A. is nsin;^ by 2 j>er cent every month 
Mnce January. 1041. By February. 1942. industrial pro- 
duction in the 1 .8. A. rose by 68 points (base jicriod— 
ij^o— j30). In Incim on the other hand, the latest estimate 
(and that unofficial) relates to 1931.32. and the national 
income is said to increase by one |>er cent per annum, 

then, a penny saved is a penny gained. Avail- 
ability of products for war purposes is maximised bv 
reducing civilian consumption to the rock-bottom level 
k ^ keeping the potential recruits 

neaitny), prohihition of lu’ivate investment, and cljsitivcsl- 
P. 3 
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meiit oi capital- lii Britain, the amount made available 
for war purposes by reduction in civilian consumption 
amounted to about £600 million at pre-war prices, and 
disinvestment and postponement of new investment and 
maintenance of past investment amounted to £150^ 
million in 1941. Men and material are the parents of the 
national income- The Economist said : 

■‘Money can be grown more easily than food/' 
Measures leading to economy of men and material 


* 

1 All men and women are registered for national 
service, of course by instalmenU. In some cases, even 
enemy nationals are registered on proof of their loyalty 

to their adopted country. _ ^ ^ . 

2 There are Employment Exchange Commissions 

and Labour Trustees who ‘Vomb out“ skilTed labour from 
induatrinl concerns and despatch them to other places 
where they are needed. Thus, labour “hoarding is nmdo 

iiiu>ossiblc. ..... 1 . 

3 Products arc standardise'd. lor example, trams. 
paiJcr. knives ami dollies are re<iiiced in vjuiety in 
Cjermaiiv. but production is enlarged l>v this both 
(luantitativelv ami c^ualitalively. , , c i * 

4. “Excessive iiionufactunng and julding ot value to 

cloth“ is jjrohibited in Germany. 

5 AvailaW* material is used for the longest possible 
time, as for instance through freezing in the case of 
Ijerishahles and secondhand exchanges for shoes and 

clothing. , ^ • 1 • 

0. t'onservation and leclamatmn of raw in atonal is 

another avenue for economy. Scrap relating to paper, 
rubber, oil. iron ami copjjer is carefully coUecled and used 
for the concerned imlustries again. In Germany, 25 per 
cent of used oil U claimed to have l>ccn collected. 

7, Overtime labour and intensive cultivation also 
help in adding to output. Ninety-six hours in any two 
consecutive weeks is the present maximum in Germany. 
Duriim the three pre-war years as compared to three years 
preceding, the vield of wheat in Germany was increased 
1)V 16 iier cent, of rve by 13. of barley by 12, of oats by 16, 
of potato bv 15. and of sugar-beet by 9 per cent. 

Subsidy is granted for ensuring the supply ol 
noco^^saries of life either hv local growth nr by jmj)ort. 
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Britain spends £63 million per year on subsidising the 
growth of wheat and other breadgrains. i>otato and milk 

9. Other concessions. facilities. exemptions 

guarantees and direct coiitjol are reso'rted to suiting 
dirterent situations. For instance, in Britain there is the 
L\|)ort Credits Act which offers special financial facilitie.s 
for export trade which strengthens British position with 
regaid to imports both of foodstuffs and railitarv reauire- 
ments. * 

10. The ‘‘eat the surplus" campaign set up bv the 
lederal Surplus Commodities Corporation in the UlS.A. 
was not a war measure in the beginning, but must i)rovc 
very effective in war time. This Corporation purchases 
excess stocks grown in the country of things like fruit, 
milk products, etc., and distri buttes it free through blue 
stamps to relief leceiving families — wheieby the latter get 
additional free .superior reeding thus helping in the raising 
in the national standard of life, and the gixiwcr is saved 
from a collapse of prices. 

11. There is a high degiee of integration of food 
growth and war effort in Germany. Frederick Strauss 
writes; 

“The use of prisoners and forced labour on German 
farms, the availability of French fertiliser 
supplies, the confiscation and utilisation of the 
conquered nations* rolling stock and trans* 
portation systems, their food deliveries as well 
as their enforced co-o|>eration in the industrial 
field are strengthening the food situation in 
Gennanv and helping to sustain the total war 
effort." 

12. Rationing is taken to for enforcing a national 
maximum of consumption of the rationed good. In 
Germany, conaumiHion of food is estimated to have 
decreased by 5000 million marks, and of manufactui'ed 
articies by 9000 million marks bv February, 1941, as 
compared with pre-war consumption per annum. More 
than three-fifths of retail expenditure in Britain is now 
within the province of rationing, and civilian consumption 
was reduced by about £600 million at pre-war prices, 
in 1941. 

13. Non- rationed goods are heavily taxed: in Britain 
there is the Purchase Tax which goes up to 25 per cent in 
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tiie cnse of luxm*y articles. School children's collars, 
frocks and shoes are exempt, Uit if the boy or girl has a 
thick neck, is tall or has rather big feet, the exemption 
goes. 

14, Regional ccpialisation buieaux work with the 
object of making every I'egion self-sufficient as far as 
possible, tlius trying to conserve shipping and railway 
s|)ace for war work. 

I'). Industrial lesoarch is carried on with j^articular 
reference to special problems of destruction as well as 
production. 

liy. Statistical inihlieations are red need, keeping on 
only those which are “necessary and instified”: the saved 
labour and material are made available for war purpo^s. 

The observance of the principi^^ of pnontp has added 
to production quantitatively, and to the more intensive use 
of a given amount of pro<hict in numerous ways, among 
which are the following: 

1 . “Old men's cornci-s." Su|)erannuatcd men and 
women are employed in kinds of work that can be done by 
them, 

2. “Women's land army" in Britain. For increas- 
ing the (uhivatc<l area iKith horizontally and vertically in 
that country, women in villages are made rcs))onsihle, thus 
releasing men for the front or other heavier kinds of work. 

3. War work in kitchens and cattle sheds. In 
Britain, women of 44. many of them grandmotliers, do 
war work along with their household duties. 

4. Younger wruiien aie trained to do war work of all 
kinds including munitions manufacture: the only item 
excepted is actual fighting, 

5. Modification of Uyoii plans. In Germany, the 
following changes were planned in growth of food, with a 
view to maintain a larger iiojmlation from a given acreage 
of crn])s. The “battle of agricultural i>roduction“ was 
intended to produce in war years 11 million tons of wheat 
Instead of 0 as in peace years, and j)otatoes were planned 
to he raised from V2 to 17 million tons annually. On the 
other hand, meat requirements were reduced from 3 to 
2.5 million tons, fat from l.fi to 1,^, apd milk from 7.5 
to 4*6 million tons. In Britain, all pastures and parks 
are l)€ing ploughed up in order to grow the largest possible 
wheat crop at home. A recent issue of JfuHan Informa- 
tion contains a picture of the ploughing up of the garden 
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ni front of the Government House ut Poslmwni* imi ilic 
ciuestion IS how far such a flun*; is followed iif) tlnoimlioui 
tile country. 

0. “I'liree million dogs eat 100, non ions of hivad i>er 
vcar m Germany. The use of hreadgraius for feedino* 
clotuesiic animals is inoliibiieil iii Germany. * 

7. In Britain, fodder is made availalilc (irst for 
onsuniig the milk supply, tliou for maintaining cattle and 
sheep for meat, then for pigs and iioultrv. and last for 
sjieeial farms depending entirolv on houglit fodder. In 
proportion to insuflieiency, supiilies are redu<e<l or closed 
from the last item upwards. 

8. Non-essential concerns ai-e mostly ihrsod down 
and small payments are made to them from the National 
Maintenance Levy for keeping the concerns in working 
order— Just with the bare •‘entrepreneur’s wage." 

9. Maintenance of past investment is i»os(p<>ned. 
rrftv per cent tux is levied on dofireciation allowances 
made in annual aewunU of businesses. 

10. Private investment is pi'ohibited so that material 
must be available for war wovk. 

11. Luxury goods are so rare and so heavily taxed 
that for making pi-esents (as in Christmas time), no 

practical gifts * can \)C seen in shop windows, No, 
“evasive" gowls like electric shavers, automatic reconl 
tuning gramophones and paintings flood the market. 

12. 1 ransport priority, The coffin containing the 
remains of the Duke of Kent was conveyed from Scotland 
to London, according to Reuters, in an ordinary ])a reels 
van. Shipping space is not available witliout ijrioritv 
certificates issued by the competent authority. 

13. Substitutes. Buna, synthetic oil and 
Oerman 'coffee and “rice" (the latter containing 80 nci 
cent of potato flour), skimmed milk, “milk powdci " 
artificial ))cppcr. “timl)er lionus" for works which take 
in more of tiinlier m place of steel, lower |)ri<'os for 
, Ihomas steel. 50 per cent. Government suhsiflv for 
industrial concerns changing to nongas fuel on the cost of 
the new equipment — these are only some examples of home 
products taking the place of imported ones, or consiunetl 
on amount of insufficient local pi-odiiction of the original 
article. In Madras, a groundnut oil lamp has f)oeii an- 
nounced. but in order to popularise this, propaganda by 
example aa well as precept is called for, 
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U. Pvivt' ('ontrol. 

Till' uoinpelitive price structure plays but a small part 
oven in f)eace lime, even in capitalist countries. In 
cornmnnal production for communal as well as competitive 
consumption, the cost-utility- price relation is blurred. In 
comt^elitive production for competitive consumption, it 
plays a prominent part in peace time, but during war, 
oven in ibis field, routine pricing procedure must give place 
to |)ositive price poliev. Business price policy is supersed- 
ed bv public price policy, and “free*’ prices gradually give 
wav* to regulated, and then to administered prices. Ihe 
very obiectivo changes when peace is succeeded by war: 
in peace, maximum social welfare is ordinarily considered 
identical with maximum consumption, but in war, the same 
ideal of maximum social welfare necessitates drastic 
reduction in civilian consumption. The three mam 
elements in the “level of prices” are (1) the pnccs of 
fndustrial raw material (2) prices of raw foodstuffs and 
(3^ the cost of converting material into finished products 
(including of course distribution costs). Price control m 
Britain is partial and is intended to mitigate sot'ial hard- 
ships while in (iermnny it Is ^total” and is the ‘ central 
piece of economic policy.” The general idea is to save the 
consumer during war and the producer in the post-war 
slump. Effective price control fias to take note of 

1. the size of supply in relation to demand, 

2. the different positions of different commodities 

in relation to demand, and 


3. the elasticity of the supply of the factors of 
production in the case of each controlled 
commodity. 

Price control ordinarily means stabilisation l)e tween a 
floor and a ceiling, but in special circumstances it might 
mean positive adjustment of the price level towards social 
stability. Compared to August, 1939, farm prices in the 
I’.S.a! rose by 85 per cent by September, 1942, and yet 
there was a serious opposition to put an inelastic ceiling 
on further rises in farm prices, during the passage of the 
Anti -Inflation Bill. As already mentioned, price stability 
might involve, as in the case of Britain, heavy annual sub- 
sidies, and heavy purchases of surplus stocks as in the 
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U.S.A. in India, we are stilj at the gales. Mr. N. H. 
Surkar recently defined price control in this country as 

'‘to strike a comprouiise lietween the iin pern live 
necessity of increase in food production hy 
allowing prices to rise up to a reasonable level, 
and the equally important task of safeguarding 
the interests of the consumer. Thus, certain 
prices may have to l)e fi>ced low enough to 
permit the poorest consumer to buy a dec] ante 
supplies of the proper foods, but high enough 
to enable the producers of marginal emciency to 
contribute to the supply required, or again 
high enough to force consumers to nse substi- 
tutes more easily available in war time." 

This is little better than routine pricing procedure, not 
giving any attention to supplies of the factors of ))roduo- 
tion concerned and costs. It is no surprise lliat price 
control is still in the theory stage in this country, 

Price control is of fundamental importance in tackling 
post-war production. On this depencls the cost 
of living, and the latter in its turn proves the most effective 
weaoon against demands of labour for higher wage rates. 
Higher wages not accompanied by corresponding increase 
in real goods available for civilian consumption must lead 
to inflation. The Germans are most alive to this: their 
slogan IS 

‘'price-stop: wage -stop: money-stop.” 

President Roosevelt said recently: 

Even if a stabilisation of nil prices and wages at 
the present levels is achieved, there would still 
remain great upward pressure on the cost of 
living created by the vast amount of new 
purchasing power.’* 

The Calcutta index of prices of foods and manufactur- 
ed articles which was 100 in 1014 and again in August, 
inis* February. 1942. and to 102 in August. 

1042. In Bombay, the cost of living index rose to 152 in 
January, 1942. the Iwise year having l>een 1933 34. In 
Mysore It was 144 in July, 1042 (base year— 1035-30) . 

J ne cost of living index was 128*5 in Britain in April, 1942 
(August, 1939— 100). In the U S A-, it was 1120 in 



24a 


b. KBSAVA IYENGAR 


IVluiiury. 1942 {1935— 31)=ilUU). But since May, 1942, 
when the price ceilinj^s were set, cost of food has been 
rising 31 per ectU every mouth. This was the reason for 
ilic i|uick passing of tlie Aiili-inflation Act. 

Ann)Ug the uinncrous steps taken towards eflicient 
1 1 rice control arc tlie ones mentioned below. 

1. Suj)))lv control: prohibition of export except 
uniler license' : imports by special negotiation: transfers 
from ‘surplus' areas to ‘deficit’ ai'eas: allocation of the 
su[>plics among a few licensed dealers, «ind maximum dis- 
hoar<ling of both past and current production from the 

public. ^ , 

2. Regional maximum price fixation, based on 
average cost, transportation expenses, standardisation 
and or cutting out the retailer's profit. 

3. I'l) to date information about supplies and sales. 
]n Germany, there is a ‘pa|)cr war’ due to numerous 
returns ami corrcsfmmlence— ^u which dealers have to sit 
long into the night. 

4. Rationing — simple, as }icr liead or family, and 
ililfe roll tin), in view r»f machine owned or work <lone 

‘’'I’hc resent fornl rationing system (in Germany) 
tries to maintain tlie difiVrcntials in consump- 
tion Ijctwccu average adult consumers, heavy 
manual workers and extra-heavy manual 
workers, as (hev pi'cvailed l)cfore the war. In 
1939 and 1937. hcavv manual workers consuni- 
orl rough Iv 30 per cent more bread. 70 per cent 
more meal, and 120 per cent more fat than the 
a\cra*^r adult, junfiiditig to budget studies.” 

Q.d.E.. i)age3G9, May. 1941. 

:> roirjts and coupons, 'rhere aj-c varying numbers 
of points ic(iuirc<l for woollen, woodwool and other suits 
ill Germany, Tailors maintain numerous point deposits: 
Travellers* <oupoTis ami shoj) coui>on8 ai‘e hard to mter- 
rham^c. Mmicy is ‘‘vagrant*’ for want of use (httie 
ronsuniplion f>ossil)U*: no investment). Ration cards have 
displaced iiionev consi<lcraHy , 

i) Penalties In Germany, convictions are numer- 
nus r>n infringement orders. Not to have sumcient 
pressure in motor tyres, and running faster than 3o miles 
•oi hour are criminal offences. In March. 1041. there 
were 3975 coiivU lioiis in Berlin City alone for infringement 
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of price control orders. In India, there was recently an 

’?• newspai)era on the conviction of <a 
meichant for evading price control! 

III. T/ie l\ 'a j/e f ruft h rn . 

Apart from the usual factors of mai’ginal efficienev 
and marginal cost of p.-oduction (that is, of living) which 
attect the wage level m jwaee time, with minimum inter- 
teronce from Government, other elemenU come in during 
war time. The bargaining power of labour in each 
industry, specially of militarv importance, exerts much 
influence. Secondly, labour in industries that escape 
Government control for a longer time, manages to secure 
bigger ri^s than in controlled ones. 'I'hinlly, s|)ccialised 
labour like engineers for instance. deinan<i im‘ in wa<^es 
just for maintaining the ‘diffcivntiar Uawcen their own 
wages and thasc of other lines generallv compaied. In 
HnUin, higher wages in non-essential uulusiries proved 
an impediment at one stage to the diversion of labour to 
essential industries. In December, 1941, the policy of 
stabilising the cost of living by subsidising the supplies of 
necessaries was launched. In the spring of 1941, five 
million labourers were taxed, about 50 per cent of the tax 
receipts being repayable after the war. 

“The aim has liccn to prevent the extra purchasing 
power created by extra earnings and increased 
wage rates, from being spent.” 

Also in April, 1941, the principle of increased wage 
rates for increased production was accepted- For example 
the coal bonus' depends on the extra coal produced In 
war time, even with “Essential Employment Orders” 
t razing the wage rates in essential indukries, the wage 
roll tends inevitably to swell. Compared to 1938, the 
Hntish wage roll rose by 69 jier cent in 1941, the contri- 
Dutory factors having been 

(a) increase in civil employment (numbers), 

(b) overtime earnings, and 

(c) net increase in wage rates. 

‘Quarter of 1941 compared to the third 
quarter of 1940, hourly earnings of all workers in Germany 
ros^by 5 per cent., of skilled workers by 6 3. of unskilled 
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workers by 4*2, of skilled women by 7, and of unskilled 
women by 4*5. But weekly earnings of all workers rose 
by 8 6 per cent. The annual wage and salaries bill in the 
U S a! has risen from 4*3,700 million dollars in 1939, to 
75J)(H» million in 1942. In Germany, wages lost during 
alerts can now lie demanded up to 90 per cent., ana 
employers are compensated from the Unemployment 
Insurance Fund. It is a significant point that in Britain, 
the terms of remuneration to the ranks of the Forces are 
less attra<aive than in civil employment. 

The following are among the measures re^rted to tor 
maintaining labour efficiency and at the same time prevent- 
ing waffc-induced inflation: 

. 1. The Essential Work Order freezing wages in 

essenUal of labour to higher earnings 

‘orover-lime 

allowances, rent allownnocs. and ‘dowry bonus in the 

case of domestic servants. . 

4 Taxes on wages above an exemption limit, ns in 

Ocrnninv. atifl pny’ ns in Hrilain. 

5 Tviiiti lip tlic wii}?*’ i<‘vol to ihe cost of living level. 
In Britain, the wane level had risen by 26-5 Po»nt8 by 
April. 1942, while the coat of livinR had risen by 28 8 

(August, 1939—100). . u ( 

6. Diverting the huge increases in the wage roll from 
the consumption commcnlities market by stimulating 


savings ... 

(a) voluntary — for example, deposits in savings 

banks and interest free loans and purchwes 
of war bonds, and subscriptions to Christ- 
mas. Hurricane, Winter and other funds: 

(b) “fort'ed" (consequent on the non-availability 

of consumption goods belonging to the 
category of luxuries on account of relatively 
smaller production or higher taxation or 
both, and the prohibition or discouragement 
of private investment) : 

(c) ‘compulsory’— through taxation and “defer- 

red pay” : 

(d) collective— through savings banks, insurance 

companies, etc.: 
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(e) automatic — “the saver has no choice and the 

State need not bnl)e him*'; and 

(f) ‘iron* — the special conditions for ‘iron’ savings 

being 

1. permitted only in the case of wage and salary 

earners and not businessmen and inde- 
pendent workers: 

2. exemption from income and wage taxes and 

social insurance contributions to the extent 
of the ‘iron’ saving: this very often means 
no reduction at all in wage on account of 
lower rates of taxation applying; Germany 
loses about £120 million per annum by 
such surrender of taxes on ‘iron’ savings » 
but she makes much more than this by way 
of borrowing from such savings: 

3. deduction is made at the source, and three 

months’ notice has to bo given for change 
in plan or cancellation oi the saving: 

4- the saving has to be in units of £l or £2 and 
not in small cash: 

5. in addition to standard amounts, overtime 
earnings also can be saved uj) to £1 per 
month; and 

0. the amount saved thus is blocked for the 
duration of the war. 

7. Strikes and lock-outs are illegal, and all disputes 
must be settled by arbitration or through a tribunal. 

IV. Monetary Policy 

A. C. Pigou points out that between wage induced 
inflation and deficit induced inflation, the latter is more 
controllable. So far as ways and means are concerned, that 
has been done much more by increase in taxation and bor- 
rowing than by adding to the quantity of money in circula- 
tion. In Britain, the fiduciary limit was £630 million at 
the outbreak of the war, was reduced to £580 million in 
the succeeding weeks, and stood at the end of June. 1942, 
at £830 million. Borrowings in Germany have been of 
late about 5000 million marks monthly, and the national 
debt stands much in excess of 160,000 million RM. In 
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India, (luring three yeai*s of war, currency has been added 
in l>y Hs. 371 89 crofes while the war borrowing was about 
Us. 135 crores. It is no surprise therefore that inflation- 
ary conditions are moi’e conspicuous in India than either 
Bnt<ain or Oernumy. The Indian Finance said ; 

"The forced restriction of general consumption has 
not inhibited the genera! rise in prices. It is 
clear that inflation has not produced its own 
remedy.” 

The fact is that forml i‘estriction of general eonsump- 
tion is mostly on pa|)cr in India. The bulk of the masses 
are out of the picture as they are much below the minimum 
standard any way, the higher classes led by the adminis- 
tration personnel have not shown any reduct on in 
consumption: one is reminded of Tony Lumpkin s lines. 

‘When Methodist [ireachers come down. 
Aprcaching that drinking is sinful, 

I'W wager the rascals a crown 

'I'hcv alwavs preach Ik'sI with a skinful.” 

lUil for a short raising of the hank rale in hiigland 
from 2 to 4 in Seplcml>cr. 1939, it has lieen at 2 per cent 
thrr.aghoul. In India, it has been at 3 per cent uniformly. 
In the U.S.A. it has l)cen at 1. In Germany, it has 
.Iwlined to 3i |>er rent. In Gcnniuiy there is powe^ul 
i.roniiLrandii ngainst tin- honrding of money: mo"*? 

loardcrs are «ar c-riminals.- The d.ffei-ent kinds of 
saving leading to reduction in inirchasing power available 
for the iiiircliase of consumption goods have licen already 
explaiiicrl. The Kronomist very nppropnaU-ly winmented 
at the time of Hu* passing of the Trices of Goods HiU in 
Britain : 

“The Prices of Goods Bill will l>e politically suc- 
cessful and economically sound only if it is 
re<^arded as one of the minor aspects ot eco- 
nomic |K>licY- If either by design or by 
negligence, the present war is financed by 
inflationary means, neither this Bill nor any 
Hubseouent more stringent me<asur€ will suc^ 
in keeping prices from rising. Indeed, m those 
circumstances, it would not even be desirable to 
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prevent a rise in prices. For. if the Govern- 
ment is not goin^ to raise the lesoiirces it needs 
either by taxation or by the borrowiiitf of 
genuine savings, then a rise in prices is the only 
way in which the consumption of the peoijle 
can be I'cduced to the extent necessary to set 
labour, material and cajiital equipment free for 
the purposes of war.” 

Thus, the main features of monetary policy have lieen 
these: 

1 . 1'he quanity of currency is more or less at a stable 
level. 

2. 1’he money market is easy, 

3. Exchange control was once an experiment in 
Germany, but U now an established fact— even in India. 

4. Private capital issues are done a wav with for the 
duration.' 

5. The only ‘free* items in the market are (a) real 
estate and (b) shares representing different kinds of 
pro))erty. In the latter case, all transfers of shares in 
Germany are to be registered after the outbreak of the 
war, and if and when a sale is proposed, the offer must be 
nrst made to the Reicbsbank. Industry is “concentrated" 
and money is “vagrant." 

0. Maximum amount of money is diverted from con- 
sumption to saving (and thus lending to Government) for 
war finance. ' 


V. iVnr Finance 

Many of the measures relating to war finance have 
b^n referred to in earlier sections. It may be stated here 
that war ex{>enditure in the present war has risen in direct 

success of science in intensifying and 
expediting destruction. British war expenditure rose 
irom £3884 million in 1940-41 to £4620 million in the 
caiendai year 1941, and to £5286 million in 1941-43 The 
mirnated deficit for 1942-43 in Britain is £2659 million 
ihe hrst four years of wai* have cost Britain about £14,000 

toil Prt ^ 9^ which was raised by taxation. In 

iU41-42, the tax receipts in Britain were £1961 million: 
estimated at £2908 million in 1943-44. 

Ihe ratio between national income and war expendi- 
ture put at 50 per cent ‘equitable,’ and 70 j)er cent ‘physi- 
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i'^\ or ))sycho logical* limit, hut with the rate of increase in 
national income f^oing down, the margin from past savings 
iiiso thinning out and the daily war expenditure by the 
))cllige rents steeply rising month after month, it is not 
^ lear how the war.w'ill be financed if it should prolong to 
1945. On the I’nited Nations* side, thei'e are the great 
potentialities of the U.S.A. and the lease-lend canal, but 
MOW long. h(»w far and how full this canal will flow is a 
<picstion deserving special inquiiy. On the German side, 
hn|H‘ IiL*.s in the New Kuro|)ean Order which is the civilised 
iioinetK'lature for Europe Iwing however unwillingly bled 
hu' (iorinany. In India, a percentage fixation of war 
expenditure in relation to national income should lead to 
ridiculous results as the margin for any kind of saving or 
<)i version from civilian consumption is incomparably 
smaller than in Germany, the U.S.A. or Britain. 

The important highlighU of war finance may now he 
summed up: 

1. There is a considerable common ground Ivtween 
war expen<liture and civilian consuni})tion, comprising the 
heavy suhsulising of ess<»ntiul foodstuffs hy Government, 
fajuily nllowiujcos for service men, hiheting allowances, and 
feeding, clothing and housing the forces (land, sea and 
air). 

2. Heduction in civilian consumption. Already it 
has l>oen mentioned that during the calendar year 1941, 
consumption was reduced in Britain by about £000 million 
at pre-war prices, compared to 1938. 

3. High income and wage taxation, and high social 
insurance continbu lions as also ‘ ‘skimming" off of excess 
l>rofits, 

4. "Li-loans*’ from collective savings. 

5. Tax-free ‘ii*on’ savings (already explained in an 
earlier section). 

0. ‘Blocked investment account* whereby 50 per cent 
of depreciation allowance is blocked for the duration, with 
the (onressiori that purchase of nia(*hinery after the war 
rjut of this blocked account will be exempted from capital 
taxation, in Germany. 

7. Limitation of dividends. The claim is that by the 
accumulation of undistributed profits, the shareholder is 
becoming a rentier; in Germany. The ‘gap* between shares 
and debentures has disappeared with the limitation of 
dividends and ‘share -stops’ as in Vienna in October, 1940. 
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There is a clamour for cai>ital inci-ease, that is, watering 
of shares. In June and July. 1941, 72 companies in 
Uennany inci'eased their nominal capital from t4() to £70 
million. 

8. ‘National compensation levy' toi- subsidisinr^ firms 
closed down for the duration. 

9. The levy of price control fees for iiermits, nrice- 
nxmg ana tor granting exemptions. 

10- Acquisition of dollar i-esources hv Britain bv dis- 
posing of British property in the U.S.A. after compulsory 
purchase by the State of American securities and shares 
held by British nationals. Britain is securing this way 
alwut £1000 million |>er annum of dollar resources with 
which she is buying war material from the V.H.A. 

11. Free gifts. Canada has made a free gift of £225 
miliion to Britain in 1942-4^^. The accumulated sterling 
balances held by India in Kngland inav raise a aiinilar 
issue at a later stage. 

12- In the case of Germany, occufmtion charges of 
parts of conouered countries is a mention able .source of 
revenue. In the earlier months, it was 400 million francs 
a day against Vichy France. 

A few suggestions for India are: 

1. Allowance of instalment iiui-cliascs of Government 
securities (s|)ecially war l>onds). 

2. Raising the insurable age in India. At present it 
18 45 in Indian companies, but many foieign comr)anics 
working in India insure up to 65. 

3. Governments running life insurance for the jniblic, 
as in Mysore and Hyderabad (in the latter case, lust 
sanctioned). 

4. Governments organising pension schemes for the 
benefit of the general public in India. In the advanced 
countries, social insurance is much t(x> forward to allow 
room for this. 


C. The Position in India. 

I. Determinino factors 

Some of the important circumstanws that determine 
the scope for economic control in Xiulia mav first be <'iU!d. 

1* The area of the country. Many things that are 
being done in Britain prove hardly thinkable in India on 


•266 


S. KE8AVA IYENGAR 


account of the distances and the strain on communication 
and transport facilities on account of war work. 

2. The fitness of the |>eople for economic control. It 
implies a high degree of discipline and public morality. 
It implies a high level training, Pax Bntannica and the 
s[)irit of personal liberty so studiously nurtured by British 
rule in this country has led to national coma. 

3. The confidence enjoyed by the Government of 
India on the one hand of the British Government, and on 
the other of the Indian |>eople- Policy of the Government 
of India there is none. They have to carry out orders 
from the British Cabinet, and thus statements made by the 
Ilon'ble Meml)ers of the Viceroy’s Council are no better 
than the King’s Address to the British Parliament which 
is written and lead for the King. 

4. The kimi of administrative machinery. We have 
l)een endowed with a number of 'advisory boards and 
committees and while the agents of the Hritisli Govern* 
ment (including the United Kingdom Conuuercial Cor- 
I )o ration) carry on dictates from Whitehall, these 
'advisory* hoanls aiul committees yawn and yarn once or 
twice in tlie vear. We have the Defence Council which is 
advisory, the Central Civil Supplies Board, the Central 
I'oixi .\rlvisorv (‘ommittcc. the Piice ('ontrol Conference, 
niul not less inert, the Kconomic Consultative Committee. 

5. How far war is — by physical distance, and by 
lisychology. Indian ‘frontiers* were pushed outward to 
Sihga|)ore (till the Japanese occupation), Egypt and the 
Middle East, but the war is still out of India- 

6. The stakes involved. In Arthur Young's words, 
“the magic of pro|>erty** has not been there in the Indian 
mind, and therefore there is no stirring of imagination of 
the |>eoj)lc. They are shrewd enough to understand that 
they have not got much to lose either in prestige or in 
standard of living by vicissitudes of war. The subsidia^ 
system of Wellesley is still continuing intact, and India 
has to pay the war expend iTure as determined by the 
British Government in the interests of India (as defined 
by that Government) . The Finance Member does not 
know how much would be allocated as India*s share out of 
the Rs. IJ crorcs a day of war expenditure now being 
incurred by the Government of India, This would largely 
depend on the definition of the Indian 'frontier.' The 
United States frontier has been definitely established in 
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India— at least for the duration. The Finance Member 
\ery apologetically remarked in the Central Legislature: 

“Might it not be that on a review of all the circum- 
stances and particularly if they had knowledge 
of the point of view taken by the other principal 
party in this matter— His Majest 3’’8 Govern- 
ment — all their efforts would l)e concentrated 
on endeavouring lo maintain the present 
basis?'* 

The fact is that if the defence forces are manuefl 
by Indians and c<jni])[>cHl fw Indians with the 
products of Imliaii indnstiy (aiul luav we add, 
in lend eel for the tiefyuce of hid in gcoijraphi- 
caUy '), the incidence* of the fmiden will not be 
felt. ' '- huiinu (•'huince. 

J'hc available margin for sacriRcc and co*or<Jina- 
tion. The Indian raiyat has not Ixjcn cxlorminalcd sheer- 
ly on account of kindly Nature in India. Otherwise, it is 
only urban India that is intei'cstod in this item 

8. ElTiciency of publicity. Many vital facts arc not 
made known to members of the central legislature. 

0, How far authorities in India are conversant with 
ocononuc control technique as practised in Bi'itain, 
Oerma ny and th^e Already one 8f)ecimen has Ik-cu 

cited, namdly. the diffei-ent connotations attached to h>ricc' 
control in India and in other countries. 

10. The toucfi f>etweeii administrative practice and 
academic theory. Academic theory and research there is 
little in this country, and there is a general atmosr)hore of 
awe on the one side and suspicion on the otlier. 


II. War lien e fits 

We may now procecjl to calalogm* I ho prniits c»ii 
wnich some benefit has lieen realised in IiKlia in « oiiiiOi'tifm 
with economic control. 

1. Exchange contiol (although f<u* the iKuicfit of 
Britain at the expense of Indians). 

2. Steady bank rate, steady monev and seen rl ties 
market. 

• Irnprovemcnt in foreign debt position. Wc have 
paid on our sterling debt but still have ample res<mfces 
f. 0 
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even to repatriate a considerable portion of British capital 
invested in this country. 

4. Com] )ai*a lively small deficits at the centre, owing 
to higgci* revenues and infinitely small sociual respon- 
sil)ilitics, as compared to other belligerent countries. 

5. The attainment of higher financial status both at 
home and abroad. 


111. " Controf fn indin 


“Uneconomic*^ is a neutral term, but hei'e in India 
we have plenty of instances of diseconomies, not merely 
al)sence of economies. Some of the cases may now be 

referred to. . , . * t?.-..** 

1. Economic stability is prominently absent, tirst 
we had a war Ixiom. then slu|>i>ing difficulties, then prices 
shot up of certain commodities, specially foodgrains ami 
cloth there were landslides in the prices of some other raw 
materials which could not find markets, and we Imve had 
the bathos of the Bengal julo mills after (he hey-day in 
the beginning. Wc ure having now the rmgedy 

after four rears of war. we have U*gnn to think of desir- 
able .strf>s valhei in a sUvpy way. The Indian btnavee 

wrote: 


“We are still in the stage of accomplishing in terms 
of paper and nersonne! than of production of 
(he right artielos in (he right quantities and in 
the right time.’* 

2 In spite of (he groundwork cleared by the Eastern 
Groin » ('onferenre and rtveiitly hv the American Technical 
Mission, the War Supply Department has managed 
matters with no thought for the morrow. 

Recruit ment policy. Eighty and odd thousand 
missing, and 700(H) recruits a month— this is the climax 
of marshalling man-power in this country with 388 million 
people. Indian recruits are wanted on preparedness tor 
overseas’ service, and I^uropean and Anglo-Indian 
recruits are invited for service ‘in India.' 

4. Fallacies and failures of a miscellaneous type. 
Government themselves raised railway rates, there 
emanated heavy profits, and then they were compelled to 
agree to higher wages, and we have not yet seen the last 
of ’it. Prices of rice and cloth have soared very high. 
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f to the poorer classes in the entire 

counti) but the Government have tried to placate dis- 
content by raising the wages of a few urban workers. The 
villagers are the silent sufferers— the landless agricultural 
labourers Ihe groundnut oil lamp is the biggest achieve- 
ment with regard to substitutes. Convictions of infringe- 
ment are token.* ® 

enlightened pulilic works 
interjireted very narrowly, 
and attempts like the automobile industry have been 
thrown cold water on. Railway workshoiw were com- 
nmndeered for ordmam-e factorie.s. fioiw were spent uii 
black-out s imt there have lieon 'light-up's all mund. 
A.K.I , and evacuee progrummes change from week to 
week thus insuniig maximum desertion when the truubie 
actually comes. 

6 . The holding up of lifeless and deiireoiating ster- 
ling assts in large (juaiitilies in England without utilising 
n for productive purposes. While Britain is making the 
maximum possible use of dollar resources, for war* and 

sTir Vdv.' balances 
18 being advised by British hnaiicial journals 

“to wait rind utilise it for necessary purchases from 
Britain after the war.” 

riwjudion I'inriHce is solitary in suggesting its use foi 
repatriating British capital invested in Indian industry. 
Ihis would enable India to get pioprietory rights on her 
own assets, «nd also i-elcase sterling funds from which the 

could further borrow. On the other 
IS Iwing seriously asked: 

stocks^’ Indi.a’s capital come forward to purchase such 

. hlea for India’s sterling assets to wait till after 

tne war [or making purchases of caintal goods in Britain 
JR inadmissible on the following grounds: 

(a) Ihe entire cost structui'e in Britain has already 

gone very high and India could not jmrehase 
capital goo<ls from Britain on comj)etitive 
terms even long after the war, 

(b) Home problems there would l>c in plcntv for 

Britain to face for several years after the 
war, and it would certainly take a long time 
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be f 01*6 Britain could manage to register 
orders and make deliveries to India. 


(c) ^Sterling is fast depreciating in terms of the 

dollar in the ‘free* market, and by the time 
Britain conies back to normal, the real value 
of India's sterling holdings must diminish — 
shecriy by efllux of time. 

(d) li is <loii))tfid how far Britain will command 

the raw material, labour and plant necessary 
for producing the large stocks of capital 
go(Kls India might need— niuring and after 
the war. 

(o) British insestments in India are surely much 
more remunerative than sterling securities 
hchl in I'.nghuul for India. 


7 Huge sums ai*e being spent on current maui- 
tenanve of Indian armies abroad, but very little improve, 
ment is lieing realised with rengard lo capital items ot 
defence. The Indian Air Forec, the Navy, slup-building 
ami her engiueoring factories are m spite of claimed 
ociceniagcs of improvement (multiples of a zero are 
liifinitclv zeros!) not worth monUon. Ihc Hindustan 
Aircrafts is the only oasis in the desert. And American 
motors and planes and armies arc swelling up lu India, 
not to speak of the ship-loads of Italian prisoners of war 
w)io are on Indian siandards. prisoners of State What a 
iicgalimi of llic i>rinciplc of priority! 

'I’hus ill Imlin. economic control to be usclul has got 
In be tlioronuhlv overhauled after considerable ‘purge of 
presentiments and jirejudices. This could 1 x 5 done only by 
a truly national Government. 
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Jn hardly any sphere of aeiivity has intervention 
been adopted so wholeheartedly as in the matter of foreign 
exchanges This statement made in respect of pre-war 
conditions is Jiiore true today in the conditions created by 
the war. The exigencies of war have widened the net- 
work of restrictions and lightened the control of Govern ^ 
ments over foreign exchanges. The case of India is in one 
respect different from that of other countries. Whereas 
f)efore the war, most countries had instituted some form 
of exchange control to prevent either a flight of capital 
(as in Germany) or fluctuations in exchange caused Ijy 
movements of refu^ capital or 'hot money' (as in Knglanij 
by means of the Exchange Equalisation Account), India 
had taken no such step, Foi'eign excliauge c-oiurol in 
India was introduced only on the outbreak of the war and 
IS a product of the war. 

In war, control of foi*eign exchanges is resorted to 
(1) as a weapon of economic warfare and (2) for husband- 
ing the resources of foreign exchange for essential pur- 
chases from abroad. The first has its aim in crippling the 
resources winch might become available for the enemv for 
pumwuting the war by preventing citizens of the home 

A with citizens of the 

imy country. The second aims at conserving the re- 
fio^urces of foreign exchange and making the maximum use 
nt U because a country at war will find on the one hand 
its resources dwindling on account of the loss of foreign 
markets and on the other its need for foreign exchange in- 
creasing for making purchases from abroad. 

Mechanism of exchange control in India. 

rh Contro/.^Pnri XIV of the Defence 

01 India Rules issued under the Difeii<e of India Art 

* Paul Elnsig: “ Exchange Control,” 
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1030, provides for the control of all dealings in foreign 
exchange, gold and .securities. The Keserve Bank of 
IjkHa is anthori?«e<l to aclininister the control and it has set 
np a special cieparlinenl, the Exchange Control Depart- 
incni. Tor putting into force the sc'heme of control- The 
Kcscrve Bank has is.sued lic'enses to deal in foreign ex- 
change to all 1 ‘ecognised exchange hanks and to other 
schediilcn hanks whieli had in the past dealt in foreign 
cxdiangi'. These authorized <loalers are to cany out the 
IU*M'rv<' Baiik’.s <lircctioiis regarding the purchase and sale 
foreign exchange. The ptildic are prohibited to ac- 
(juire any foreign exchange either directly or indirectly 
and (leal in foreign exchange or gold except through the 
authorized dealers. . . 

2. Sr/ienif’ o/ ('ontrof . — All countries in the British 
Bjitjjirc except (’ana<la, Newfoundland, the mandated ter- 
ritories aiul kgvpt aie ineliuled in one currency area calle<l 
tlie Sterling aiVa. Iktween countries kdonging to the 
sterling' area. reiiultnnco.< are allowed free wliile strict 
ereiserl r»ver ivinitta net's from tile sterling area 


1 oiit roj 

IS 

to aiiv 

(V 

widelM’^ 

1 

Fii'iieh 


and Ir« 

^‘1 


iililrs niiKide it. 
by llie imlusion 
n]r>iiie». Iceland. 


The sterling area has f)ecn 
i»f Belgian ('ongr». the Free 
I'binK* Islands. Syria Lebanon 


Control of foreign exchanges in India is mainly 
directcrl Ut conserving foieign exchange hy limiting re- 
in ittnmes ex<ef>t fnr essential pur|K>ses. Reinitlances are 
divided into live cnlegorie> : (i) payment for imports, (ii) 
petty ])rivate reiiiittnnees, (iii) travelling expenses, (iv) 
ulhrr trade purpf»M*s. (e.g.. freighl. pnTits. royalt ies etc.) 
and (v)<apilnl iemi(taiHt*s. While capital remittances are 
severely resti i<'te«I . gt'iieral |K*rmission i.s given to aiithni i/- 
ed dealers in fnreign exchange tt) make sales of foreign 
curveiuy in payna'iU ini|H)rts. Facilities for remit- 
laiu'cs of a private nalujv, including travelling expenses 
and for oilier trsnlr piir|)oses were severely curtailed as 
the strain on the hueign exchange koanie heavier as the 


war developed. 

3, Import ('ontrol . — To I'cstrict the import of non- 
essential t'ommoditics and thus to conserve foreign ex- 
change, the Government of India in May 1040 introduced 
a system of import conti-ol licensing the im|>ort of certain 
commodities from certain <‘oitntries. The Reserve Bank 
issued (<>r responding instructions to its authorised dealers, 
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that no sales of foi-eign exi-liange against iiii])oils that 
were subjwt to lit'ense. were to l)e allowed unless the iiii- 
porter had received an import license from Goveriimem. 
1 he list of articles affected hv i-estrictions originallv 
covered 68 items among which the most important were 
sugar, law cotton, motor vehicles aiul silk The com- 
modities selected were either liixurv giKsls or uniiecessary 
articles, the consumption of which could be kept within 
Umits, Ihe cessation of siipplie.s from the continent of 
Lurope forced India to turn more and more to the United 
States for the piirehase of not oiilv heavv goods such as 
machiiieiy and steel, Init also for a liiimber of miscelhuieous 
artidcs. The list of commodities the imiiorts of which 
were restricted h.nl to !«> extended to cover all articles from 
all foreign countries with the exception of certain goods 
fi'Om C«Tri<i<la. I lie object of ihp iuiurol \vi\s not only to 
hiish/iixl (lollnr n*w)in(vs Inrt ir» c‘ons(Mvo shipping npacft 
ajul productive capacity in the Tnitcil Slates, parliciilarlv 
after the passage of l.ense I^*nd legislation, 

III July U)40, ihc Government of hidia refused f)or- 
mission for any remittances fmm Tn<lia for the support or 
maintenance of iiulivlduals who wishefl lo go lo non- 
Empire countries for special convenience. Tiavel by non- 
Empire vessels involving* ex i)endiUi re of foreign exchange 
was forbidden unless for <'ei1ain approved reasons. In 
October lf)41 the (iovernmeni imi)ose<l reslrictions on tJic 
remittanro of pi'ofit by firms and com jinnies operating in 
India. The basis of remittance was fixed as a pioporlion 
of the average pi-ofit in pre-war vear.s or a pmpojtion of 
current profit. 

^c<jfui8ition of dollar h/tlnncefi and 

necemK*r 1040, the Government of India took 
or the U.S. dollar holdings of all residents in Tb ilish 
Jndia and the rupee equivalent of their dollar holdings 
was paid out Uy the Reserve Rank- Similarly in 1041 the 
Ooyernment look over the hoMing-s of residents in India 
cf certain U.S. Dollar Securities. 

Exchange Control Department has given general 
permiRsion for lo<v'il dealings in golfl, hut exm^rts of gold 
only Ije made umler license. Licenses for shipments of 
aJ.\ ^ • limited States are only granted to author! ;»ed 
rfni A” cx<*hangc povided they undertake to sur- 

renaer the dollar proc^eeds of the gold to the Reserve Bank. 
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]nil)iirts of gold into India are also licensed and freely per- 
iiiitteti provided no expenditure of United States dollars is 
<01 tailed thereby. With regard to securities, the Exchange 
(‘ontrol Department issues licenses for the export of rupee, 
suo liin» or othei- Empire currency purities to other parts 
of the Emi)ire- The exports of foreign securities for sale 
are dulv allowed provided the foreign exchange proceeds 
are surrendered to the foreign agents of a bank in India. 
\ iiniit has l)€'en imposed by the Reserve Bank up to which 
i)ersons u)uld take jewelleiy and cash out of India. Aiiy 
person wishing to take out money in excess of the prescrib- 
ed limit lias to apply to the Exchange control Department 

for a license - , 

K.vnort Control.— The objects of. export control are 

twofold • (i) to sw that foreign exchange proceeds are re- 
turned to India and not retained abroad and (u) to secuie 
the maximum exiliange value o exports by hnaneii g 
them in certain specificil ways With the dovelofmient of 
a ‘free' market in sterling in the I nited Slates whore 
sterling was often quoted at a ilis^ount (ompaied to the 
controlled rate, it l>i'came more ailvantage^ms to sell Empire 
exports to the rnile<l Stales on a sterling basis than it was 
to sell the g^iods on a foreign eurreney liasis as the foreign 
importer was able to huv his sterling cheaply to pay for 
his imports in the 'fvei>' sterling inark<a. Exports from 
India to the United States consequently began to he finam*- 
ed through the medium of .sterling hills on London, To 
prevent the loss of exehaiige enused bv finance of Empire 
exriorts in ‘free' sterling’ the Bank of England introduced 
in March an export <‘nntrol sy.siem covering certain 

( ommndit ies whereby their ex|>oi*t to ‘hard currency’ 
countries was not allowed unless the exporter produced 
satisfaetorv evifleme that he was receiving ‘hard currency' 
and not 'free sterling. (TIard currencies’ are those whieh 
are haspfl on gr^hl or are linked to currenoios which are 
based on gohl, e.g. U.S.A. dollars and Swiss francs.) 
Similar restrictions were imposed bv other Empire Con- 
trol Boards. In India, the commodities affected were 
jute and rubber and shipments of jute and rubber to any 
of the ‘hard currency’ countries were only allowed provid- 
ed the hill ‘hard currency’ proceeds of the goods were re- 
ceived. The drawing of .sterling hills which could be paid 
in free sterling was prohibited- Sterling bills on I^ndon 
were still permitted provided they were drawn under let- 
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ter 8 of credit registered with the Bank of England and 
contained a clause to the effect that the sterling inquired to 
meet the bills at maturity was obtained by the sale of 
U.S.A, dollars to the London Con 11*01. Finance of exports 
in rupees was also allowed provided the rupees were 
furnished by the foi*eign importer and were not remitted 
through the ‘free’ sterling market. In 1040 the export 
control scheme was extended to cover all commodi- 
ties shipped to U.S.A. and Switzerland. In June li>4i 
it was extended to (‘anada, Newfoundland and to all 
countries with which the United Kingdom had made 
special payments agreements with a view to limiting 
transactions in 'free' sterling. The i‘csult has been that 
the financing of exports thi*ough sterling obtained in the 
'free' market has lx?eii virtually put an end to and the full 
‘hard currency' proceeds of exports have l)een secured. 

Conclusion. — The e.\change contiol regulations issu- 
ed by the iteserve Bank of India are on the lines of those' 
enforced in the United Kingdom and arc mainly directed 
to conserving foreign exchange as for as {K)ssil>le. As a 
meml)er of the Sterling area, India has to sui^renrler any 
surplus foreign currency pi-ocecds to the Bank of England 
in exchange for sterling funds in London. The sterling 
I balances in London are invested in British Government 
I obligations, principally treasury bills. Tn this way the 
United Kingdom Government obtains short term credits 
os well as foreign currencies for its ‘exlei nal war finance', 
j Dollar balances instead of lieing surrendered to the Unit- 
( cd Kingdom in exchange for sterling could well have been 
utiliaed in the initial stages of the war for the importa- 
] tioo of machinery, tools, etc., fi*om the United States and 
j thus accelerated the pace of industrialization in Tndin, 



INDUSTRIAL DISPUTES DURING WAR TIME 
AND THEIR SETTLEMENT 


BY 
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If industrial peace, during war time, is to be 
mnintaincd, we should have a right «Pr"^ac|i ttie 
liioblom, avoiding hasty judgments and half-hearted 
measures. At no other time has the need of keeping the 
labour force contented been more stiwnglv 
Apart from the value of harmonious ’"^“*^'■1®-' 
as such, there is the question, now-a-days, of 
war production without any let or hindrance, No.doubt 
every^possible attempt should be made to prevent str''<es 
and^settle promptly industrial disputes But this is pos- 
aible onW when the nttitiule of 

tncticft of the “nndesirnhie’* ami “<-oiTnptjblo lalK>ur- 
leaclers is given tip. Similarly a mere |vib(‘y of declaring 
strikes illegal eannot carry us far. ('ft uses, both rlcep-root. 
ed and precipitating, responsible for labour diaputeji 
should 1)0 analysed and the Government should be prepared 
to ensure a fair deal to labour in war-time. Anv delay m 
the adoption of measures for the licit erment of workers 
lot. is hound to create suspicion and bree<l discontent m 
them. 

The following table gives figures regarding disputes 
in India from to 1041. 


Year. 

Xo. rtf <lUunloa. 

No rtf workers 
luvolvrd. 

Dnys Lost. 

:o3o 

406 

40n.0ft0 

4,003.300 

1040 

322 

4S3.000 

7,577,000 

1041 

350 

231 .ana 

3.31.aft0 


A glance at the above table shows that in the year 1941 
there was remarkable improvement both In regard to the 
number of workers involved and the days lost. Besides 
the number of working days lost in disputes has been the 
lowest recorded during recent years in which the volume 
of employment had been satisfactory. 

The following table gives figures regarding industrial 

26$ 
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For QiiifWr 
Ending. 

3lsl MaKh 
30ih June 
30ih $«p(r. 
3J« Deer. 


No. of 
dis* 
pu(e$ 
J05 
109 
H2 
no 


1939 
No. o( 
workers 
ins'oU'ed 
S$,370 
94^ 
99.229 


Days 

\OBt 


Da^s 

Nki 

4.O0.k}]6 

2.474263 

836.494 


No, of 
dis- 
putes 
71 
121 
7d 
106 


Days 

lost 


1941 
N'a o( 
workers 
in\o1\ed 

23,94S lk5.506 
64,437 1,225,240 
10S>ft20 1,184,919 
102325 734338 


1940 

Ko. of No, of 
ills. H-orlen 
pules uiixilved 
803,251 128 273.990 

1379,716 101 266,330 

1785.860 49 70.97© 

Most of the industnai disputes relate to demands for 

incre^e m wages. During the textile-Strike in Cawnpore 
in July, 1!.41 though a long list of twenty-three demands 
was presented by the Mazdoor Sahha, the main grievance 
of labour centied round wages. Similarly a large number 
ot disputes oecuning in Hombay may be attributed to the 
same cause. With the day to day rise of commodity 
prices and the consequential increase in cost of livine it 
IS but imtural for the workers to press their legitimate 
refiS**’ adoijtion of other forms of 

The following table shows the cost of living index 
numbers for some of the important centi-es 

BemUy Ahmedab»d Cawnpore Madras 

liasc : Year Base : Year Base : Year Base ? Year 
ending ending endinr^ 

July 

19:47 a 100 
ti9 
76 
84 
76 
80 
79 
79 
79 
83 
92 
99 
96 
111 
117 
123 
117 
1?1 
137 


Year and 
month. 


August 39 
Sepir, 39 
Deer. 3fi 
March, 40 
June, 40 
Septr. 40 
Deer. 40 
March, 41 
June, 41 
Bsptr. 41 
Deer. 41 
March. i2 
June. 42 
July, 42 
August 42 
Septr. 42 
Octr. 42 
Novr. 42 
Deer. 42 


ending 
June 
1924-100 
lO.n 
106 
113 
no 
111 
112 
115 
119 
122 
129 
129 
137 
152 
168 
168 
179 
172 
178 
188 


ending 
August 
1939a 100 

100 

105 
112 
100 
108 

113 
111 

106 

114 
13*3 
151 
150 
17.5 
190 
203 


June 
1936^100 

98 

103 

108 

105 

107 

108 
no 
108 
J09 
115 
121 
115 
J28 
133 
137 
146 
162 
156 


. • ^ ^ioubt there has been an increase in wages to meet 

the increased* cost of living. Taking the year 1041, it is 
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ciikuliiU-d that in 18« out of a toUl of 35‘J strikes, the 
wuiknien were successful in getting some concessions^ 
But tlie movement in wages has been unplanned and nas 
\iirmi in difiVreiit ctnitres and in different industries, 
industries ongage<i in war production have increased tno 
waxes. Tin* Bombay Millowners’ Association has accept- 
<'d the principle of sliding sc-ale of dearness allowance to 
, nvor h.gluT c.Kst of living. When the index number was 
!•J4, the siadc was Ks 4-8-0 and any subsequent 
.miiibors was lo lie followed by an increase in dearness 
altuwaiKc so tl.at in case of the index '‘‘f “ 1^3 

,lu. rale was to lie lU. 0. In August 1942 th® k>wer limit 
nf Ks, 14 for index No.l(54 and the uPPe>- hmit of J 

for index No. 183 was adopted. Furthei, as ^hc , 

S 41 Ihe sir kes in' the cotton and jute industries account 
Vj mu cent of the total ..un.b.-r. 70.3 .et.t. of the 
wurker' involved and IMi |>er (riit. of the woi kiiig days lost^ 
The Millowners' nf llombiiy have granted tlieir ciiinloyeM 
a war bonus of 12.'. |.er .ri.t, of the total earnings during 
1941 Other textiles centres arc also following the lead 

given l.v Ilombay. Public utility eonterns like railways 

have triven concessions to their workmen both to offer reliet 
to their employees and to guaianloe the maintenance of 
coinniunications. In August 1942. the government sane- 
tionorl an acgrecato dcarnoss n I Iowa m e of Ks 5^ cioies 
and this haf the c.mscnt of the All India Ra.lwaymen s 

iM'doration. ^ ^ . . 

Whalevci Iw the tvpe of machinery for the settlement 

of industrial disputes, it should aim at minimising tfte 
c haiK-es of workers lo have fanlo ivcourse to strikes, 
involves two things. Firstly, the right to should te 

fnllv rccocrniscd. Sci-oiullv, strikes could lie declared only 
under certain comlitions. e.g.. existent of .a real Rnevanw- 
.Icdaration of strike only after the fiulure of 
means, the extent of chance.s of success, ete. The 
conditions .aim at having i-ecourse to strike as the la^ 
alternative, reiving more and more on conciliatory 
methods But even while adopting the latter device, 
voluntary action is to be preferred to compulsory arbitr^ 
tion. When at a conference of lalx>ur leaders, Kooseveit 
expiesserl that “the volunlary action of lalvnir id yielding 
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tlie right to strike was a more satisfactory answci’ to the 
problem of production and of national unity than restric- 
tive enactments by the congi*ess*\ he demonstrated his faith 
in voluntary conciliatory methods. Smiths’ Labour Bill 
passed hy tne House of Representatives is an emergency 
legislation and is not to bo invoked ordinarily. The same 
is the case with the National Arbitration Tribunal in the 
United Kingdom, which settles disputes only after the 
voluntary efforts have failecl. 

The attempts made for settlement of lalwur disputes in 
India can be classified under two heads : — (!) Preparatory 
work through committees and conferences, (2) Legislation. 

The Bihar Lal)our Enquiry Committee 1ms recom- 
mended the enforcement of compulsory oondliation )>efnix* 
a strike or lockout is resorted to, the limitation of concilia- 
tion proceedings to a fortnight and the creation of an in- 
dustrial court. The Ikunbay Textile Jmlwnir Enquiry com- 
mittee is for the establishment of a Trade (ionrd (for the 
Cotton textile industry of the provimi? of Boinhny) whose 
powers and constitution should Ik* similar to th(»se of the 
British Tiade Board established under the Trade Boards 
Act of 1000 and 1918. 

Apart from the work of the above committees, the in- 
auguration of annual labour confci'ences is a duo recogni- 
tion of the importance of labour problems. The first labour 
conference, mO, is significant in as much ns it emphnsiz- 
ed the nece.ssity of co-ordinated Labour Le^sl alien and re- 
commended the amendment of the Trade Disputes Ace of 
1020- The object of the latter measure is to put an end 
to wide divergences existing in dilTerent provinces in regard 
to the machinery for the settlepuent of Lal)Our Disputes. 

The memorandum pi^cpared l>y the Govt, of India 
and intended to 8<*rve as the basis for discussion suggest- 
ed that, in all cases, l)efore a strike or lockout is coirnuerjc- 
ed, the party intending such an action should give 14 days 
notice to the other party, delivering at the same time a 

of it to the Lal)our Commissioner. The Labour Com- 
missioner should endeavour at a peaceful settlement, in 
case of break down of attempts at conciliation, the parties, 
if they desire so, could start the strike or lockout At the 
end of the fortnight. It was also suggested that “if a 
dispute is of sufficient importance, the Government con- 
cerned will have time during the foiTnigljl, if it is neces- 
sary, to appoint a Board of conciliation <ir a (ourf of 
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lvii(|uiry'‘ and in that case “the strike or lockout should 
luit 1)0 started for two months from the date of its appoint- 
mont or till its conclusions are published whichever is 
earlier. 

The workers' view was that as the Tj'ade Disputes 
Act of 1D21) was not given a fair trial, there was no justi- 
tication for the proposed new legislation. Besides, they 
thought that the very controversial nature of the bill made 
it imsui table for being disiussed and enacted during war- 
time. The cmpiovei's thought it desirable to ascertain by 
sevrei liallot the opinion of workers on a question of strike 
atui were of opinion that a strike should not be legal 
unless, sav* more than 51 per pent, of the workers concern- 
i‘<l voted for it. The conference of labour Ministers 
in favour of the adoption of proc'edui'e laid down in the 

memorandum. , , , , 

Subsequent to the discussions at the second aljoin 
umfcrence, the Government of Bombay has ameiuled in 
July 1041 the Bomliay Industrial Dispiiles Act of 
“The Amended Act empowers the rrovim ial (loverimient 
to enforce compul^tory arbitration in disputes" and refer 
disputes to the Industrial ( ourl at any stage, ?.p.. either 
before or after <omiliati(m wherever there are chances of 
the disputes leading to serious disloi‘ation of industry or 
breai'h of public pence or hardship to Labour or to a large 
section of tlie community. Fiyther, w'hen (he Provincial 
Oovernment refers a dispute to arbitration. '*it will be 
illegal for a strike or lockout (o l>e commenced or con- 
tinued." It may be mentioned here that a similar bill for 
compulsory arbitration of industrial disputes is being con- 
sidered by the (ioveinment of Madras. 

The tendenev to repbut* voluntary conciliation by 
rojnpnlsory a rbit ration is not a happy change. So long 
as the awards of the arbitrator arc just and favourable to 
\v<»rkmen ihev will lie accepted. But the moment the 
('ti force n)cnt of unpopular award is attempted against the 
inclinations of a considerable body of labour, ti'oublc will 
arise. The penal clauses of the Act will not deter the 
workers from embarking on a strike. Hence, instead of 
relying on external machinery, attempts to build up volun- 
tary negotiating machinery will be more useful. Establish- 
ment of work.shop committees and industrial councils can 
prove effective in composing the differences between the 
employee and the employer provided the members con- 
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stituting the above body work in the right spirit and are 
ready, whenever necessary, to adopt a compromising at- 
titude. Further the appointment of Labour Officer to 
safeguard the interests of the workers and the timely 
wrvices of conciliation officers can go a long way towards 
the pi emotion of industrial h«Trmeny. 

Central Government, they have issued, 
under the Defence of India Act, emergency legislation 
the mam object being promotion of lightoninc or sudden 
strikes. It empowers them lo prohibit a strike or lockout 
and to refer or authorize the Prrwincinl Govern riient to 
refer any trade disputes for conciliation or adjiulication’*. 
further the employers are required to maintain the status- 
quo of employment- Even though ilie critical times 
might warrant the above emergenev legislation, there is 
always a danger of its misuse and' great care should l )0 
taken to avoid its mishandling. 

Rut wo may l)o hopeful of the fuluro now that the 
principle of joint delilieration has Iwen duly recognised l)v 
railing the first Tripartite eonforonco in' August 1042 
The previous labour confoi-oncos were defective in ns much 
as they consisted merely of representatives of the central 
government, provincial government, and some of tho 
Indian states governments. No doubt the laljour member 
of the Government of India used to meet separately the 
representatives of capital and laliour. Rut such a method 
could not command the advantages of joint meeting and 
mutual discussion. The above defect was removed by 
railing the conference in August 1942. on a Tripartite basis 
with repr^ntatives of Government, employers and work- 
jointly. One of the objects ‘of the confer- 
^ " Piweedure for the settlement 

fflr. I'?' S«Kh a task will lie gi'catly 

by the other two ohjectft of the c*onfcrenco e g., 
luring uniformity in labour legislation and dis^nssing 
awrs of all India importance as f>etween Ial)our and 
apital. Further, the conference has set up a standing 
f^nsisting of representatives of the Government 
India, provinces, states, employers and employees. 
When controversies regarding methods of representation 
procedure are settled, it mav be expected 
that the above committee will act as a machinery perma- 
nently available for the speedy settlement of industrial 
disputes and formulation of a planned labour policy. 
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One of the most fundamental problems of ^r 
oeonomv is to control the rising tide of of 

to prevent a considerable «,?H 

nuWic mind regarding the desirability and pnssilnl.ties 
of successful prie control. I shall .liscuss these at some 
length. First as to the desiral.ility of iirico contitd. In 
order to fullv appreciate the inlru-acies of ‘f"; P''*’'’*'"" 
to grasp its full implications, it is essential that we should 
consider this problem first in a peace economy, and then m 

a war o^^nomy. u* •u 

Tn a capitalistic system of economy, a system <m which 
the economies of leading democratic staWs like England 
and the T.S.A. are based, it is far from desirable to make 
any attempt to control prices during peace time, ine 
very system of Capitalistic Economy is based on freedom 
of enterprise and the free choice of the consumers, and the 
structure of this system is regulated by the forces of supply 
and demand. When demand for a commodity in- 
creases, it is a signal and an invitation to the producers 
that enough is not Ix-ing produced to meet the demand^ 
The incentive of high price stimulates production. Un 
the other hand, a fall in prices is an indication and a 
warning to the producers that at that price a commodity 
is no longer being wanted, and Ihev must take steps to 
discourage its production. Normally it is iust through high 
prices and high profits that a shortage of anything corrects 
itself. As Professor Pigou remarks, “the prospect ot 
exceptional gain directs free resources into the industry 
which makes the thing that is short. Cut of this prospect, 
and that increa.se of supply which the interest of the na- 
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tional dividend demand » will be checked, and checked 
more severely, the greater is the cut from the “nalurar’ 
price. Therefore, it is obvious, that any scheme for 
price control must take account of these basic facts. The 
remedy should not be worse than (he disease. It is with 
tnis idea in view that number of experts have been slow to 
advise the control of prices except in circumstances of a 
ost urgent emergency. I have no hesitation in saving 
tnat a war certainly is an important emergency and 
circumstances do arise when the forces of supply and de- 
mand no longer function smoothly and it aoes become 
essential in the interest of the nation to regulate the 
machinery of prices. So we have reached the conclusion 
tnat in war economy it is desirable to control prices, 
however, undesirable it may be in peace -economy. This 
rings us^ the second question, is it possible to control 
This is a rather ticklish question to answer. 1 
think It will 1^ more easily understood if we begin to tackle 
rather indirectly. One may ask why is it not possible 

0 control prices? The answer is that in spite of war and 
war economy, the basic structure of the system still remains 
capitalistic and peace time forces operate in pre-ponderat- 
ing portion of our economy with a resultant nor- war 
psychology of people at large. For instance we are slow 
w change our habits. We still like to have what we used 
to have and it is not without a struggle that we are re- 
luctantly prepared to adjust ourselves to the changed 
circumstances. The technique of price control is still in 

1 s infancy. All schemes of price control in the nature of 
nings have to he managed by government officers who do 
2^ P^^css much experience of trade and business. The 

interests are likely to oppose measures of control 
all r»o.s8ible obstacles; hence all conceivable 
ethods of evasion are restored to. Last but not least. 

public for the benefit of whom all this machinery is 
^ up. seldom cooperate whole-heartedly with (he <5ontrol- 
""f? authorities. The controllinR authorities have to fare 
a number of diffirulties of rather technical nature in addi- 
. ®Ji to those which I have iust mentioned- One diffic^ty 
Qow to properly define the controlled commodities. 1 he 
jame name often covers a great variety of different quah- 
of an article or commodity which it may 

to differentiate in a formal .«chce<lule. When this 
condition prevails, it is impossible to exercise control, ror 
P. 7 
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instance the word rice in this country does not conv^ any 
fixed kind of rice. There are not only scores of different 
types of rice in the countiy, but thei'e are number of local 
varieties known by different names. Even when the dirncul- 
lies of proper definition are oveixome, at least the 

mere fact that grades are so numerous, it becomes difficult 
iinleod to fix and then control the prices, thus fixed. Again 
it is rather diiricult to contiol the prices of those goods 
which are subject to wide seasonal fluctuations. Again a 
number of diHiculties have to be faced in fixing the prices 
of those gooils whose production has to pass thiough 
several stages; for instance, from cot^n to cloth. ine 
control of price of cotton alone is not likely to affect by it- 
self the pr\cc of cotton-cloth. This we are reahsing ^ 
our dismay, for in spite of fall m the price of cotton, the 
nrice of cotton cloth has recently risen tremendously. I 
1,01)0 I have not bo.od you with too many examp es il us- 

tiatinir tlie difficulties of price conti-ol. It is alisoluuly 

necessary to »>car these difficulties in mind lieforo ii.ndemn- 
inc any ■^government for its inahility to control prices W 
the satis^ction of various classes of consumers. Again, ii 
we take for granted that all these dimculties are over- 
come and 1 i\o maintain that these' are difficulties only 
of tcchnicpic, widt h inn lie <wcm>me by experience, and 
in many cases certainly have been overcome. Everything 
said and dime, these are not the fundamental difficulties 
of price control. The difficulties that are of a serious 
nature and to overc'oinc whic'h much more than mere 
(ontrol is necessary, are the difficulties which arise owing 
to the limitation of supplies. Tor instance, India used 
to import a very large part of ius requirements of manu- 
faotured goods from other countries. Owing to war the 
imports from enemv countries have been absolutely stopped 
and the siipplv from the Empire and other countries has 
iM'cn greatly jy*duced owing to causes which are beyond 
our control. So it is quite evident that, it is not possible 
to control the prices of those commodities over the supply 
of which we have no control- Unfortunately this applies 
to a very large number of our requirements which we 
usually used to import before the war. In such oases, 
however, we can manage to impose restriction on the 
excessive exploitation of the consumers by controlling 
profits and not prices. When a country* has not any 
control over the supplies, all that a controlling authority 
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can do is to control the profit and not the prices. The 
system works like this. The controlling authority through 
trade associations and its appraising stafi’ makes a 
thorough enquiry about costs and profits earned for 
various commodities and articles the price of which it is 
designed to supervise. Usually in each trade the rate of 
profit earned before the war is considered as a basic rale 
of profit. Then it checks the invoice price of imported 
articles and the “Mandi'* prices of local produce, adds all 
costs and the maximum profit which it allows all tiaders 
to charge, which is generally the same as the basic piofit, 
and then calculates the price. This in the opinion ot 
the controlling authority is the ‘fair price.’ Goth* rally 
the controlling authorities keep these calculated )) rices 
confidential and watch the market prices. These calcu- 
lated prices arc usually arrived in consultation with the 
traders and they ai-e privately told not to charge higher 
pi ices tluin the calculated pricvs. In some lases tiiese 
fair prices are publicly announced. If the market j)rico 
docs not exceed this calculated pric-e, no action is taken. 
But if the pi'ic'cs prevalent in the market exceed the 
calculated prices, tra<lers ai*c warned- If they fail to 
'profit by warning, maximum price.s are fixer! , the evasion 
of which is made a fmnishable offeiuv. 

The system of pric'e control which 1 have just mention- 
ed and which is rather a profit contn)! than a system of 
price control, can only 8 m-ee<»d if there ai*c elTeetive trade 
associations to co-operate with the pric-e control authorities. 

I have mentioned some of oui limitation in effei tive- 
ly controlling the pr 11*08 of those commodities in the pro- 
duction of which a country is deficient and has to depend 
on imports for its major supplies. Fixing a maximum 
price is rather a mild method of controlling prices and 
if the supply is rather limitnl and the controlling authority 
wants to make an effective use of it, it has to adopt more 
drastic methods by which nieix* well-to-do am-sumers aic 
prevented from raising its price by their willingness to pay 
more and moi*e and thus prevent the less well-to-do con- 
sumers fit>m getting it. If the article is <»f such a nature 
that in the interest of the community, it is necessary (hat a 
reasonable supply has to lx* made available to the less-well- 
to-do consumers. then it is essential to ration that <'om modi - 
ty or article. In England during the last war as well a.s 
in the present war, number of fowl articles were rationed. 
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The only thing rationed all over India is petrol. In 
Hyderabad wheat has also been rationed. The basic idea 
underlying the rationing of supplies is the equality of 
sacrifice in times of national emergency. The rationing 
of essential commodities to the well-to-do classes is justi- 
fied on the grounds that sufficient supplies at reasonable 
prices shall lie available for the poor also.yv^Tf the Govern- 
ment takes control of the entii'e supplies and rations the 
commodity, it cannot only coiitiol the internal price but 
also see to its effective distribution in the national 
interest. The system of rationing is a step still further 
in the control machinery and is generally taken to com- 
plement the system of maximum prices so as to prevent 
that system from leading to chaos in distribution. The 
more fixing of maximum pric'es without rationing the 
commodities the supply of which is limited, put the rich 
people at an advantage over the poor people, since they 
can command the greater part of supplies without under- 
going any serious sacrifice, and deprive the poor people. 
The necessity of rationing thost‘ (•onunodities which are 
needed hy the \xx>r aiul ru h alike — such as foodstnITs in 
an importing <rmntry is all the more necessary in the 
jiational interest. In such cases the system of fixing 
maximum jirit'es is of little value U> pmir consumer, if 
they cannot get their adequate share. In order to give 
adequate and reasonable snare to all the members of the 
community, it becomes essential to introduce rationing. 
The rationing authority should aim at minimum aggre- 
gate sacrifice. By minimum sacrifice I mean that the 
rations should be allotle<l in such a way that the last unit 
of commodity permitted to any purchaser shall carry about 
the same satisfaction as the last permitted to any other. 
In simple words in allotting rations the rationing author- 
ity should see th«at rations are based on need and not on 
some artificial standard such as income, etc. 

State Regutniion of Supfliee : 

A necessary corollary of con trod of prices is the control 
of distribution. This becomes nece.ssary to prevent pri- 
vate persons from demanding supplies which the Govern- 
ment needs for war purposes. In a free economy, the use 
of the commodities is determined by their prices. But 
when prices in competitive industries are artificially re- 
duced, below the level that they naturally tend to assume 
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the ordinary market influences 1*^11 lating tlie distribu- 
tion of commodities between diifferent purchasers aje 
thrown out of gear. In such a case the demand may far 
exceed the supply and the supply may not be put to the 
most urgent uses. 

Again one and the same article can l>e put to several 
uses and during a war it should lie put tirst only to those 
uses which are important from the point of view of war 
reijuirements. in such cases the simplest method is to 
prohibit the use of supplies to less urgent requirements. 
According to Professor Pigou this niay lie done in number 
of ways, for example : 

1. The imposition of Treasury i‘C8trictions upon 

the investment of new capital abroad and, 
in a less degree, in a civilian home industi ios. 

2. Restrictions on building new houses, especial- 

ly on chose which requiro steel. 

S. The reduction of railway service for all forms 
of civilians, as distinguishing from military 
use. 

4. The prohibition of the use of petrol for pleasure. 

5. The withdrawal of materials, etc., fronj the 

less important railways and light railways 
to others of greater national im|>artancc. 

6- The regulation and the control of road tjans- 
port generally. 

7. The prohibition of the use of paper for news- 

paper, etc. 

8. The prohibition of timber for packing various 

articles in wooden cases ana crates. 

9. The prohibition of the use of electricity for 

lighting shop-fronts, and the order restrict- 
ing the hours during which hotel and res- 
taurant dining-rooms might use artificial 
light or theatres might remain open. 

This method is entirely negative; the least urgent 
uses are ruled out, either general order, or by making 
a licence — refused to the least urgent uses — a condition of 
action. 
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Restrictions on Export and Import ; ■ 

The numerous cases of price control which I have so 
far examined wei'e those in which the country controlling 
prices depended on external supplies. Now we have 
to see how the prices of these articles can be controlled 
which are pi*odiiced within the country. Apparent- 
ly the IV does not seem any sense in con t lolling 
the price of articles a sufficient supply of which 
is availahlo in the country. Take for instance wheat. 
We generally produce enough wheat in India for our re- 
(|iiiremeiits. Yet wheat is one of the commodities, the 
price of which has lioen fixed on all India liases. As a 
matter of fact, exivpt matches, this is the only commodity 
the price of which has lietm (‘onti-olled on all India bases. 
The reason for fixing a maxi mu in price in such a case is 
to prevent the p rod m Vi's or trailers to exploit the situation, 
and to stop them from charging high prices by cornering 
the markets. 

In a ca.'^c like this the Government can suc(ve<l in 
either i^ontrolling or fixing the maxiriinm priiv. In sucii 
u (aw it would 1 n‘ iUHi*s.sjiiv U* prohibit ibe (‘xport of such 
a proiiuce or ti» allow ex|»ort under a liiviKV so that 
exfxirts are regulated. If all dealers in wlu'at do not 
olwervc I lie comlitions of sale, (lovernment I’on regulate 
its sale by antliorising only thaw dealers who take a licenec 
from tile (hivern merit and arx* pro pa rod to abide by the 
conditions im[K>sed by the Government. Or as a last 
resort the Government .should undertake to purehase big 
stocks and releaw those as ami when needed. If a Govern- 
ment fixes a maximum price it should see that it is en- 
forced. A regular staff of sujH'rvisoi*s and inspectors is 
necessary to see that the maximum price is fully enforced. 
Hooause if there are large evasions it has a very demoralis- 
ing cfTec t. No efforU should lx* spared to control the 
‘black market' and the di.sapfx'aring of commodities under- 
ground. 

T am personally one of those who believe that the 
Government should lx* slow in tempering with the usual 
trade channels, but I also firmly believe that once on 
grounds of national welfare and public interest a case for 
government intervention is established, and in a war 
economy the case for government intervention is very strong 
inde^. in that ca.se the Government should see that the 
job is done thoroughly, efficiently and last but not least 
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whole-heartedly. Otherwise the remedy is likely to l)e- 
come worse than the disease. Now lot us examiim some 

Gorenimi-nt Interctntion and Check to Production ■ 

Wc have adiuUted that in war economy it is in the 

national interest that the Government should try to eheck 

the rising tide of prices. But any attempt at fixing 

maximum prices is likely to fail if the price is fixed belol 

^s natural level. In the last Great War the British 

Government endeavoured to fix prices at levels that would 

not s<.noi.8 y reduce the production of the commodities suh- 

ject to control liclow what it would have been in a market 

not subject to price regulation. One may pertinently ask 

he need for filing prfees by the GovernLnt if ?h\Z are 

Th^ mn-'® I '.‘‘'“■'■"’'"ed if there was no control 

th^t motion was 

thauhtek of pnee shn«ld not discourage production Tho 

'srS 

with greatest dilTi.ultv. For cLmnL , '? P^'’<’''ced 

of wheat, calculated to viehl norml LfiLr 
cstim.ated output might be established! and arZ 
time It might be provided that farmers shouW * 

lK>niis on any addition to the whcfit cron ? 

oufl output, or to cet over the difficulfv 
tions on any addition to their nc™ 
fore concluding this paper I would Ulr Be- 

clear and the point is th^ that whit^ ^ one point 

prevailing before th/ 
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imported from abroad, their prices are bound to rise if for 
no other reason but simply due to the fact that owing to 
shortage of shipping, freight rates are bound to increase, 
and there is bound to be a heavy increase in insurance 
charges. Again in the production of those commodities 
where a good deal of labour is used, the prices are bound 
to increase owing to shortage of labour. More and 
more wages have to be paid to labourers, as most 
of the able-bodied men are engaged in war work. Thus 
the utmost that the Government control can do is to res- 
trict the rise of prices, it cannot hope to prevent an up- 
ward movement in a number of prices, and such upward 
movements are likely to become more marked, the longer 
the war lasts. 
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The single large commodity entering the market and 
there foi'o determining the general price level is grain. Ita 
importanco, firstly, is that in the aggifgate it is the largest 
single source of national income. Secondly, it is a com- 
modity consumed by everyone of the 400 millions in the 
country so that on one hand its pritt^ touches the country 
generally and fundamentally and on the other its reactions 
on the ^pular psychology gather with tidal force drawn 
from apprehensions closest* to life. Thirdly, forming as 
it does the latest single item of expend it me in the 
budget of productive workers, every increase in its price 
travels the whole length of the pi'oductive activities of 
the country, In the price of grain, therefore, must be 
found the bed level on which the su|>erstructurc of price 
increase rests. Historically, the present price crescendo 
began from shortage of grain and has continued sympathe- 
tically. ^ To unravel, therefore, the economics of food 
supply is to the largest extent to know how to conquer 
rising prices in this country. 

Prices depend primarily on the forces of supply and 
demand but these are not autonomous and according to 
aorne economists, not even as important as the forces that 
modify them. Of the modifying forces, on the side of 
supply, the most important are psychologie^d, regnlniite, 
jnctional and monopolistic. On the demand side they 
are fiscal and those arising from chanoss in the structure 
of consumption. 

It is easy to understand that prices should rise and 
fall according as the demand exceeds or falls short of 
supply. To that extent prices have an important econo- 
mic function as they regulate consumption and production. 
This simple theory of classical economists was disturbed 
by the elaboration of modern ti*ade and industry and has 
b^n nearly destioyed by the present war (onditions. 
Quantitative relations of Supply and Demand presumed 
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I’li'o aiul oasjy movement in the market, the response^ of 
supply (o demand Mug sponlnneously equal and opposite. 
With fijHUUaueity <lestroyed the quantitative relationship 
Ims less elfuieuey in the determining of prices. All the 
same it would tend to clarity if the price stucture ia 
examined with reference to the factual, that is, quanti- 
tative bases of su[)i>ly and < lorn and ns they are afi’H'ted by 
other forces. 

In !b41-42 Ixith harvests were reduced by insufficient 
and irregular distribuii^m <»f the rains. The redu<’tion, 
howcvei', was mueh less than whal was expei ted or what 
is popiilavlv believed. In respect of wheat the average 
of 10 million tons was net nail v eX(redefl by 70,000 tons 
though individual areas like the United Provinces were in 
defuit. Neverllieless it was the price <»f wheat ami not 
of rice, whic h was in real delic it that first lose, and rising 
raised the prices of all c»thc*r grains. This fact <ies<*rves to 
Ik‘ clearly rerdised luH^nusc' it piovc‘s that cmr price piohlom 
is not so mueh of nature’s making ns of our own. it 
desei vcH U» 1*0 welc'onied Iwc ause tlie problem ol pi Ic e 
i‘<)ntrnl appears to have lK*en ei rated m»( by thc‘ inexorable 
factor of qnaiililv hni bv olhei fac tors which arc capable 
<*nntrol. 

Of these factors the one is most impor* 

lant on tin* ^ide c*f snpidy 'I'liis was rcsivuisibh* for the 
hoarding of grain by stcK-ki'ls primarily and by culti- 
vators sul)sequentlv in a similar though growing volume. 
Dec'l a ration c*f stocks which is now legally onfnreecl has 
reduced coiuc’alineni 1ml has not and cannot eliminate it. 
It may have icudc*d to draw ilu* cultivator into the con- 
spiracy as an agent for the slrskisi. (he gi*ain l>eing held 
in the village frer deliveric's as and when the sioc'kists can 
raise the price on (he ground of scarc ity. It should l)e 
realized that the real c'hc‘<*k against holding up of supplies 
is the fear of falling pric'Cs. This, however, does not 
exist because, firstly, the temdency of priees to rise is 
assured by l^asf ex|M‘rienc’e, and secondly, l)ecause the 
present svstoni of price control itself tends to push up 
prices. The price stnictnre can be saved from the con- 
sequences of psychological exploitation only by an assur- 
ance that prices will stable for a stated period. This 
will not only reduce the tendency to play for prices hy 
hoarding grain but will make control less necessary. The 
cultivator and the stockist are moved 1^ natural self- 
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mt^rest aiul inclinalion to hoard can only Ikj weakened 
when It IS proved to cause loss inoi*e than gain. Mass 
psydiology is not effected l)y acts of Government so inutli 
as the facts of economics. 

The rerjuhfiire control is the sec-oiul factor wiiidi is 
disturbing the play of forces of supply and demand. Tlie 
economic pathology is not unlike the human ouc*-rcgula* 
tire measures, like medicines lead to atrophy of function 
if instead of stijmilnling. llie\ subsiiUic for ii, Wlieij 
price is fixed liy regulation the forces of deniajnl are 
atrophied and sn[)piv has to mkojj widi somethiiig less 
ilicxoiable and more fallible. In the cir< niiisljuu cs t\vo 


courses are open, the first \vjii«-h is srieiihiic ajul miMpleti*, 
of colU lolling supplies aiul ihe secDud whicli is in exact 
hut inevitable of fixing the just <u- the is-onomir pi hr. 
Neither course appears i<> have lioeii adoptf^il. hi the 
Ulii^d Provinces as also elsewhere, when prices k'gan 
U) rise it was ilecitled to n'slraiii thorn bv dwlariiig lliat 
tlie limit was reached and it should he the niaxiiiiurii. 'Die 
reaction of the mu-rkot to this maximum was to preserrt a 
1 ‘ondition of artificial sc'aix*ity. In the district of llamii*. 
pur, this was met I>y oi'doring an invi'iiimy of sU;cks which 
removed prrtcnces akait s< arcit> and si'cured prices akmt 
per eeiU. Iiclow tlnjse in (he iieiglilKUH ing disti iels fn 
other rlistihls rleclHratiim of stra-ks was not eiiforx'iMl till 
lo months lalcr and i'aeli wave artifiiial scarcity car- 
ried the nflu ial prices higher and liigher. To lelu've dis- 
tress, cad i maxumrm fixed by tli« antlioiilies lK*came the 
stepping stone to anothei*, tlie 1 ** 8(111 l>eing tliat wheat wliidr 
was selling at 12 to 13 -steers lK*f*»re the war is nr^t avail- 
able now at 4 seers a rnifci*. This increase lias event na ted 
not because the <lemand lias increased <pianlitati vel v but 
bccausi* tile supf>fy was maiiipulaled and withliold. J ii tlie 
measure prices were rarsc'd to exeiU* supplies, in the sitme 
measure concvalment of sUnk-s boc^ame [>art of the price 
stmctur‘C- Deela ration of stocks was enforced after 
cealmcnt had integrated with market practices and had 
spread from the Bazaal- to the villages. 

This hist(»ry of tlie movement of wheat prices shows 
that price fixation iminohili/.e<l the play of the forces of 
demand so that st^Kks had to lie ex<*ited hy a lontinuous 
stepping up of prices exi'cpt when the middlemen allow'ed 
toem to be reduced while they purchased their own stocks 
trom cultivators at harvest time. In real truth it was not 
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the authorities hut tlio iniddlcnien who contiolled prices 
U'Cause the nlrophv of demand left them in command of 
supplies with which they played for higher and higher 
prices, ('ontrol appears to have failed because instead of 
juakiug prices follow it» it followed them. Its very failure 
eriam raged speculation which it was designed to prevent. 
Even when the speculalum in wheat was barred it was for- 
gotten that speculation of other grains which substitute 
for wheat could provide the nec^essary leverage for raising 
wheat prices- Hy itself speculation, within natural 
limits, tends to harden prices by binding future sales at 
prices reached at harvest. In the post such speculation 
secured a natural oscillation of prices lietween harvests, 
When it was prohibited or truncaU'd aa it was till recent- 
Iv, its worst effects enme into play. In fact stockists with- 
out supplies thought to make up loss of real business by 
speculative purchases ami sales on <omniodities whicli 
they never ex|H'cted to have but of which they knew* the 
price was stcadilv rising. 

The soioml measure of umtiti! which disturlu'd the 
iriarket vi'as purchases of grain for emergency reserves by 
Govcriimeni ami large iiuluslrial (vuuhmiis. 'Ibis was a 
new (lemaiid wbiih dislurltod ihe price level for at least 
three i^easons. Fii-stly, (he purchases which were from 
the middlemen added one more unit to the already long 
(ha in of middlemen with consequent increase in prices. 
Secondly, such purchases immobilized a considerable 
quantity of grain, ordinarily in frci* niovenietit and added 
a new volume to the existing «lemand which luishecl up the 
general prices. As this demand was restricted to parti- 
cular markets it Imd strength far in excess of its quantity. 
Thirdiv. the psvcbological rc-a('ti<m of larg(‘ purchases 
creates the very'f>anic of stalling and hoarding which the 
reserves were meant to prevent. It must be noted that the 
present crescendo of prices began with the action taken 
for creating reserves and that every step in this connec- 
tion occasioned a sympathetic rise. The creating of re- 
serves may have l)een necessary as a protective measure 
but in effect it was another form of hoarding, with the 
same economic effects. 

The third measure of control was the ban on export 
between districts then and between Provinces now. The 
result of such a ban is to disturb the ordinary flow of trade 
and create |x>ckcts of scarcity the prices in which influence 
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the general price level. Fur instance, there is at prennit 
in the United Provinces the larger part of the Imjra har- 
vest which is greatly in excess of tlie consujiiption for its 
season. Nonetheless, it is l)eing sold at a ))rice at least 
three times the pix*-war price in relation not to the local 
demand but to the demand outside the province which 
being denied has Income more urgent and is expected 
ultimately to absorb the surplus in this Proviruv at prices 
not lower than those now prevailing. If the ))umpei crop 
of bajra had been freely expirtc^l from the Province, the 
prices outside would not have risen to famine level and 
the local price level should not have loacled in sym])athy 
with them. No system of ^•onti-<dleil <lislrihiUion unless 
it is done by one central agency pj-omjUly and accurately 
can prevent maldistrilmtion which is the cause of panic 
prices in areas of scarcity. Free mewemeut of grain 
where it is wanted is, therefore, a first essonllal for bring- 
ing down prices fmm the aiTibeial level v \t> wliirh ilie> 
have reached. 

This leads to the third influencing factor, /''/-irfion, 
This represents the time lag arising from impediments in 
the adjustment of supply and demand in the same market. 
Of these impediments, trans|>ort is the most important 
This, on road and rail, had been ix‘duccd and for a time 
was interrupted. In consequence prices shot up to points 
from which they were nut rcrhnv*! by the arrival uf stdise- 
quent supplies. Not only this but in the prevailing con- 
ditions of panic the high prices readied in p<x‘kcts of 
scarcity have tended to communicaU* lliemselves to the 
general pi'ice level. The time lag has furnished leverage 
lor increasing pri(x*s. Secondly, friction lias arisen from 
licensing shops. The grain business is a very intricate 
one, most grain dealers having their own ('onnwtions based 
on custom or cm moneylending. To the extent that 
licensing has reduced the number of shops, it has dis- 
turbed the inflow of grain through the old channels 
according to old afflUations. 

The fourth factor is monopofistic. Grain business is 
competitive not with itself but with the pioducer and the 
consumer. In the same market not only the prices but 
the practices are identical and neither the con.su me r nor 
the producer can improve his terms by changing his shops. 
Pricee in the days before the war were regulated by the 
level in the world market. After the war the market con- 



286 


V. S- RAM 


tracted to India and then as free movement of grain waa 
stopped, contracted to numerous pockets. In these pockets 
the monopoly of the stockists was complete and the prices 
raised by one of them were accepted by all of them. The 
war, therefore, has in rcs|)ect of grain established local 
monopolies which has enfoix'ed not only old practices but 
als4) new prices. 

Such is the causation of high prices on tlic side of 
supjily. Any price control jiolicy which aims at being 
real and effective must attack and reduce each of the 
causes. In respect of the quantitative deficiency^ the 
campaign a heady started of ‘ploughing for victory' de- 


sei’ves not only to be pursued l)Ut to be reinforc'cd by faci- 
lities for irrigation, seed supply, credit and if possible by 
changes in the method of cultivation to i-educc the existing 
inefficiency in production. In dealing with the four other 
causes, two priri( i})les of pibe control have lo he kept 
clearly in view'. Tlie first is llial \nnv etMitiol lias to Ije 
applied to the profit margins. This means that Just price 
has to bo rci'ogni/.ed and that milv the oxtrss tner it should 
Im' controlled 'I'he fM'incifde is that price control 

can wcH'k oJiK if lln* | Mires ii\rd regiilaU' tlie How of goinis 
in the (piantitie'' ami In iUv dinulinns iirnlrd.^ 'Idiis 
means that pi be r'*ntn»l should wmk along the lines of 
least resisialici* slieiigtbeiiing iwisling tondeiicies more 
than creating new ones, 

just iJriee is not easy lo detenu ine. .\ny average 
of old pj ices even with ions <annol aciai lately cover 

tho cost of production which have U*en affected by the war 
in more ways Hmri <'rin l»e rlrlrt lril A prii'e fixed with 
n'fevence to the imlex numlHU' involves the fallacy of 
begging the question U*eause the index number is itself 
largely dependent on the grain prit'es. which have swollen 
as notVd aW>ve by factors other than those of supply and 
demand- A satisfactory Iwsls for a just price could be 
obtained from the free play of prices during the harvest 
months when the majority of cultivators are compelled by 
their liabilities to sell their grain. Even though the 
quantity sold in these months has been reduced owing to 
rising prices it is considerable enough to contain the mar- 

f inal value of the produce to the cultivator- A ceiling 
or prices fixed with reference to the average of these two 
months and including a small percentage thereon to cover 
cost of storage, deterioration and interest would not only 
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be just but easier to maintain. Such a price for the whole 
year will in the first place remove the tciidoncy to hoard 
grain as this will carry no advantage. Secondly, aa the 
majority of cultivators sell their grain duiing the harvest 
months, they and not the middlemen will be the whole 
beneficiaries of such rise in prices as may be economically 
necessary. Thirdly, as the price will* be just it will 
be more wilingly accepted and may be more easily 
enfnced. 

1'his is a far better solution than the complete with- 
drawal of iontml rates which the Government *•( 
•India has just ordered. It is too late now to depeiul 
wholly on natural foj'trs; the cultivatoi' has learnt to hoard, 
tlie middlejnen to <om'enl and exeein in Ihe liarvest 
months, when nei'cssity diives, grain will lie ilispcrsed 
without fear of the law and with power to rail its oWJi 
price. (Control juay 1 m‘ withdrawn in the harve.si monihs 
to ascertain the just price. Inir it mn^f In* co ton ed there- 
after, to maintaiji that juiie. 

When the f)rice is deiiionsinihly Just it shoubl U* 
inexotably cnfojivd Jioi only against the jjiidillemejj iiut 
also against the piodmer and consumer. It -should t>e 
illegal for the first two to demand and the third to [)uy 
more than the price fixed. The policy of enforcing Urn 
price limit only against the nnddlcman, enables hi in on 
one hand to plead that the cultivator is demanding 
more, and on the other to traffic with purchasers willing 
to (“ontract out of their own rights. When all parties are 
comprehended in regulative measures, any one of them 
cannot play or be played against the other. The enforce- 
ment or the price fixed must be rigorous and ruthless and 
if there is some temporary distress it will end the per- 
manent one. Neither the cultivators nor stock i.sts ran 
indefinitely hold up .supplies and om-e they I'ecognire (ha I 
the price fixed is inevitable and inexorable the flow of gjain 
will N^come normal and there would be no necc*ssity to 
step up prices to excite it. Even speculation so long as it 
is confined within the <eiling fixed may l)o allowed anrl 
even encouraged as it tends to harden future prices. This 
proposal which secures a just price and its stability will 
also work along the lines of least re.sistance and will dis- 
pense with any close or day to day control of pri< <*s. To 
prevent the grain purcha^ at harvest from being con- 
cealed or used for the purpose of raising the prices 
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Government shops should buy a moiety of it directly from 
the cultivators in a scheme to be discussed later. 

The problem on the demand side is not as simple m 
on the supply side. This is because demand cannot be 
assessed quantitatively with the same accuracy as supplies, 
Itoughly speaking the (luantitative demand has increased 
firsllv, by reason of ex|x)rt, secondly, by the influx ot 
refugee and the movement of evacuee p^uiation and, 
thirdly, by the new war time demand. The exi»rt ol 
wheat in 1941-42 was about 160,000 tons and of wheat 
flour 82,000 tons. This is not a considerable quantity 
compared with the total j>r(Kiuelion but its importance 
arises from the faets firstly, that it was obtained in bulk 
hv methods n)r>sl ealeiilaled to rai.se pricc.s. Secondly, that 
though il is a sm.-ill part of total production it is a more 
roiisi.leral.le part .if the wheat c.imng to the market and. 
Ihif.llv, that its very exijorl had p.ychological reactions 
far in' excess of the quantity involvecf. ' 

tinniil wnr timo clriimnd i» estimated at .>00,000 tons. 
This is to fml the large nundior of cultivators who pre- 
viously lived on coarse grams grown hy ihcni and now 
have to Ih‘ fcii hv wheat grown for them. I.ikc the export- 
ed wiieat tlie war time demand has re -act urns far in excess 

f»f its fiunnlity. , i 

The <’hanges in fni}mlaiiMii have an effect not to be 

measured in total ho<‘nuso migrants arc not evenly spread 
and where thev (imientrate may fort'C up prices lieyond 
the lesources of the IfK-nl supplies. Siidi increases m 
prices tend to <>ominuiii<ate themselves to the general level. 

Anfither imiiortanl though ohs<ane cause operating on 
the side of demand is the fact that for a numher of years 
there has heeti ffiorl fleficiency in the country. Iletween 
1900 to 193^ while |>opula(ioii inireased 25 per cent, the 
food supply available for actual ermsumption diminished 
hv 7 f)er tent. Dr. Ita<lha Kamal Mukerjee has also w- 
casinn to notice that this de<‘ivase has been accompanied by 
change from more valuable foo<l crops such as rice ana 
wheat to inferior cereals Hke barley, hajra, jwar and maize. 
According to him, the food supply in India is short at 
present for 05 millions out of a total population of about 
4IX> millions. One result of high prices has been that the 
ruUi valors who are the poorest class and sufTer most from 
food deficiency have more money in hand than ever before. 
As this class increases its food supply and takes to wheat 
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injstead of inferior cereals a new unit of Uciuaiul is added. 
How considerable this can be is not |)ossible to exactly esti- 
mate but in the aggregate as euUivaU)rs l)cgin eat more 
and better, the slock coming to market is Iwuiul to be 
reduced. Another obscure hut also i nitwit ant change has 
been in the structure of demand foi* various grains. The 
old distanc'e in the prices of superior grains and inferior 
cereals has becji very greatly reduced. W*ry recently 
bajra was selling at nearly the same price as wheat though 
its normal relaticaisliip in price to wlieat is ns I : 2. The 
disappearance of the difteivnce in j)i‘ices may have l)een 
a result of wheat <in)y laung eontrolled. Whatever the 
causes, it is inevitable that wlu*n priets are nearly the 
same, tlie cultivator will prefer to keep his wheat for von- 
sumptirm and sell only inferior ev reals whicli were ))ru- 
viouslv his staple. 

l^he psychological factor o|H*rate.s on llie side (if 
demand in the same manner as on the si<]e of sunply. 
The rich hoard and the |>opr buy in a poiiic adding tnere- 
by to the demand of the movement a new burden wliieh 
must push up the price. Exactly as the prices rise the 
tendency to buy in excess of need is accentuated and in the 
aggregate the grain inmmhilized by the hoarding of in- 
dividuals can ho siilficient to disturb the market conditions. 

The effect of surplus purchasing jxiwer on the demand 
side has lK*en (‘onsidered in detail earlier. When money 
is plentiful, more will lx* olTeml for netessaries like grain 
which have IxHtUTie scarce. Not only ibis but there is a 
structural change also. One sut'h cluinge appears to have 
arisen from the grant of dearness allowances and the 
salaries paid to the class employed in the army and in 
other war operations, n class whii'h previously lived by 
agriculture. These elassi*s and not the whole community 
have lx?en given the power to iiici-eas^* their demand. The 
expentlitiire of this (lass is conlined largely to food so that 
their increased income c-omtuit rales on a commodity in 
Che price structure ali*eady Inirdciied with demand for 
other reasons. Even I he expenditure on luxuries whi<;h 
the higher classes have lo curtail, cm account of their 
absence or high prices, tends to lie diverted lo food. The 
old proportions of demand for various commodities in the 
markets are, therefore, disturbed. 

The dearness allowances by themselves constitute a 
vicious spiral in which prices and wages chase each other. 

F. 9 
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Psychologically the increased wages are seized upon by 
nuddlemcii to increase their prices, a fact which is actual- 
ly proved by the parallel moveinentof prices and the grant 
of dearness allowances. Further any increase in wages is 
reflected in the manufactured pixKlucU from which another 
disturbance in the price level arises. Effective price con- 
trol can reduce nwessity for allowances which are caused 
hv hiuh prices and are their cause in turn. 

I.astly, on the demand side, fiscal changes have their 
effect. U has already been stated that to the extent m- 
i ivase in money lias outpacetl the inerease in nati^onal out- 
put inflation has cKeurred. Secondly, according to a 
lhe<irv of Mr. J. M. Keynes when saving is not equal to 
investment, a rise in price is inevitable. If this theory 
is accepted the large inerease in our cash 
( ountrv has not been matehe<l hy an equivalent 
Parti( ularlv the chief benefieianes. the cultivators, have 
not found any use for their money. Such saving as 
(invernment has promoted with 

the total increase in the cash income. IhircHy, according 
lo another theory if the hank rate is less tliaii llio rale on 
investment, high prices are a <imsefjucn<‘e. At present 
there is a wide <livergcuice in fav<iur of jirnru on invest- 
ment so that if this theorv is to any <!egr(H' corroi t ^^^'dher 
factor for increasi' in f>ri<i‘s is ahiinrlanily motive, The 
effect of these fiscal ihnnges has Ik* neutralized hy pro- 
grammes to increase the milional oulimt. Each class 
shoui<l Ik* ofTerrd invest ment ns akin as possible to its in- 
terest. Til is will recinev hoarding of grain wlii<li is now 
rcLoiidod as an investment in the aIhcikv of alternatives 
wliicli are s<‘(urc an<i profitable. If the surplus money 
r«amu»t b<' alfsnrlM'd in the iininner. the only alternative is 
higher taxation of tlio new im'omes. The example of 
England is very clear and convincing. Excess profits 
have Ixrn taxed, hut not sufficiently and effectively. 

The economies of food supply are by no means simple 
and the forces which determine prices (‘ome creeping by 
creak and inlet before their tidal force is felt. I^rice 
control measures, therefore, have to refer to a background 
of details small in themselves but important in aggregate. 
These measures have to be along the line of least resistance 
breaking the force of tendencies before they gather together 
from different directions in a tide which no one under- 
stands, and nothing can withstand- 
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The reaction of transpin*t to war is different from iU 
adjustment to conditions of peace. War is a circuinslaiice 
that brings into the fu re front iiulilary needs and p] iority 
movements. The industry cannot be left urje(mtrolle<i, 
for waste may result from serviw* in whi<*h private interest 
predominates. The objective aspect of pi i vale interest 
is the magnitude of profit and not of wrviee. f\\ iiornial 
days price serves as the regulator of eionoinic equilibrium . 
But it falls, as it should, in times of war. War ueees- 
si tales, more directly than in other times, the record of 
maximum service and not of profit Thus it is a <piaiitita- 
tive and not a financial appr<ia(*li that should he made to 
the piolilem of transport,* And it is the caie-ness of tlie 
whole industry that should lie Iwslc in the relations of I he 
State to transport. 

Reasons for Oooernment Control. ' 

The Til’S t object of the Government is to minimise 
private, unessential traffic movement, as it interferes witli 
the speedy mobility of essiuitials and (Jcwerrimeiit fralfii*. 
This inlniriiisation\-ouhl Ik* affi*cted liy a ban on transport 
agents from carrying siK'h traffic witli the iiiollve of profit. 
But the olijeet is defeale^l if the (iovernineiit controls I lie 
railways only. The parallel IransjKirt agency — namely the 
road— too must Ik? brought within limits of control. I'tir, 
it is not two ilifferent and unsubstitutafile markets Unit 
motors and railways serve; and any latitmie allowed to 
them would neutralise all control over railways. And 
unne<x‘ssary traffic would lie alternately routed, t.^, , by the 
road as against the “blocked*' railways. So, this (.con- 
tingency must ho provided against. 

The more direct function of the motor in war time 
may lie characUulsod as “military,” The outcome of 
war is conditioned as much by transport jxitentialitv as 
by military ability. Though carriage of troops and 
materials is aided by ships and railways, the flexibility of 
the motor makes it an indispensable war truck to Ik* put In 
active servic'e. Supplies from places remote from the rail- 

* “ The success of railway opera! ion must l>e iricasurc<l not in 
rupees, but in service ” — Sir Bcnthall. 
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way can be attracted only by the motor; and the propor- 
tion of such places is not small in India.- Further the 
motor becomes the ideal transport agent in the theatres of 
war — changing from time to time and day to day and 
situated at o(U\ places. The less exacting road stan- 
dards and the enviable flexibility of the motor stand it in 
a good stead in this respe<‘t. We may bear in mind in 
this connection the immense use of the tanker that the 
(lonnans are said to make in their land warfare- We may 
finally i^*te that a railway is siist'eptihle to easy and ir- 
reparable disbication. while the i‘oad is not: and the mo^r 
is not one-tenth as much inconvenienced as a railway train. 

The (jovernment (vmlrol began with the inauguration 
of the petrol rationing scheme. It aims at two birds at 
the same shot— the constu vation of petrol as well ns the 
curtailment of transport. The enforcement of tlie scheme 
would have rendered motors absolutely ineapahlc ot fifu* ra- 
tion. But an alternative suggested its<df; am) revival in 
normal output eonl<l l)e secured with tlie institiitmn of the 
producer gas plant. The result was olivionsly a sudden 
rush for gas plant intrtKliK tinn . 

Thedemaiul was so smhicn ami imniiiurnt (hat dislnea- 
tion had to result in roatl transport fneililies on various 
routes. The dis4'<|iiililirium in si'ivitr eruitinuod in most 
‘cases for a fortnight, a month or even more, for the pro- 
du<‘ors of gas plants themselves <‘<inld not cope with the 
sudden am I large demand for the plant. A few allega- 
tions mav lie made heiT against the (hivcrnrnent. They 
could have rcaliserl. on<*e they had In'en in the throes of 
war the imperativeness of ehamjal gas as the motor’s mo- 
tive power, and shfuihl have enroll raged the production as 
well as the use of the plant miieh earlier. While actually 
the absence of goo<i standards for the plant in design and 
efficiency has led to a series of anomalies. Its pric^e is not 
standard ise<l. resulting in inequitous cost problems— as in- 
terest and depre<'iation are charges dependent thereon. 
Nor is its design standardised — resulting in varying pro- 
ductive efficiencies. Further the capital required is in 
itself a serious problem and constitutes a special hard- 

• The Mitchdl-Kirkncss ConimiUec Rive evidence lhat in a province 
like Madras areas far!h€*r lhan lo miles from the railway bear about 50 
per cent to the total area. 
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ship for the ‘hire-purchase’ motor owners. However, 
one incidental cii-cum stance stood in the way of all these 
serious contingencies. "For war has alongside brought about 
artificial conditions of profits for them, as competition is 
no more their sapping misfortune. War-bred pix)sperity 
has thus enabled almost all the owners in finding capital 
under easy conditions. 

The other criticism against the Government is more 
direct and is in res|>ect of the delayed pwess of control 
over the road industry, The industry had already l)oen in 
the threshold of dislocation, l)eing engaged in the trans- 
formation of the motor stock. The Govern men t could have 
availed themselves of thix opportunity in inaugurating 
their requisitioning policy. Actually it caused, when in- 
itiated later, a fre.sh disturbance in the re-settling condi- 
tions of the industry. A wiser and earlier requisitioning 
would have obliterated the i-ecurrence of disequilibrium 
at intervals of time. 

The charcoal bu.s has hbon the direct consequence of 
the petrol rationing scheme and could prevent the cessa- 
tion of service in moat eases. The economies of its opera- 
tion may bo noted in pa.ssing." The cheapness of coal, 

•A com para live cost shccl may hrt given of n l)U«, vviih so seals, 
rcmicrlujf 15.000 miles a year. The figures n*fcr to — 
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coupled with its less violent price fluctuation, has meant 
material relief to the motor industry. But there are a few 
disadvantages too. Intei-est and depreciation on the gas 
plant are the dijtH;t monetary debits, while the indirect 
iliseconomies are comprised oi the excessive heat for the 
dtivcr. tho iiicrouscd thoj-oughness of cleaning the pipes 
and tlio plant, the spac-e occupied by the plant and the 
coal hags, etc The gas plant is, however, prospec- 

tive of lower net costs in the long run. Only, good re- 
sea rcli, witli (Jovcriiment encouragement, should be in- 
sLi tilted in U^tlering the design and cheapening its produc- 
tion. The wide adoption of the gas plant in Germany is 
iiistrucLivo in tliis connection. 

Tho ( lover nment later begnn to requisition motor 
vehicles pai.tly for A. R. P. work and partly for military 
movements, '(‘onsequently many routes had to experience 
an amte shortage in motor capacity; and motor service 
seemeil U> Ik* in a pel I moll— subject to irregular vngnries 
of pelrnl rationing, Government l•equlsltl(mlng and so 
on Tlie crowning i‘estriotion on imilor <ai)aeity c;i.me 
iiilim;iU'ly in thp shape of lyi'o-warcily. The |.l•(ulIlelu)n 
f>f I'uhlxT and the a vai lability of lyres have U>lh I>ogun to 
lar** k'hiiMl the need.s ami raiioriing had tc» Iw introdm'ed. 
The (Jovornnient <loelared their in lent ion of dividing fmses 
into four apprv>ximalely equal groups <if essi'ntiality. 
The first ami sei'tnid groups have a priority for lyres while 
the third and ffairlli gmiijis get what, if any, is left. 
Similar division into essi'iilial and iion-e.ssential types has 
been made of lorries imn and the latter cannot claim 
priority over the f< inner. Such an *‘ess<*T)tiality'’ division 
is rh'vised it* serve an incidenUil pur|»ose loo. Short dis- 
tan<e trafTc under slight talioo in wime cases on railways 
— has (o 1 h‘ I'arried by the hirry. And it must not bo ex- 
posed, in the process of such carriage of the essential 
type, the risk of competition for tyres with the other 
vehicles. such priority is to some extent a corollary of 
railway policy. The timely change from oil to coal has 
now to face an unwek'ome scarcity of tyres. This inability 
to pursue service will be a serious handicap in course of 
time with many motors, for the new plant intJ*odiiced be- 


ThU cost analysis shows a 4 pics rate per scaf-milc in the case of 
coal, as against a 5 pies rate in the case of petrol. 
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comes locked-up capital, with recurring interest, deprecia- 
tion and obsolescence charges, but with no means of re- 
covering them. 

The various measures of the Government — while re- 
ducing road transport capacity — have simullnneously mir- 
rored the absolute inflexibility of the motoi* stoek supply. 
The Government should have at least begun to ease the 
latter problem, before such rigidity was enforced on the 
road transport industry. 

The net outcome of all these measures has been an in- 
evitable cut in transport facilities. Already the railways 
are overworked. The motors are now in('apacilate<l ; and 
the former transport of|ui librium i.s now broken. Hut 
under one — and only one— circumsbince C‘Oul<l an attempt 
l)e made at an approximation to the former equilif)rium. 
And this lies in the intensification of motor oporation. The 
inequity of the rediuvd number should he set right by an 
increased intensity of service. But thei'e are a few factors 
impeding its wide practice. Those centre nmnd the pivot 
of war-time scarcity. Faster depi-eciatian nc(CS'«itnU‘s 
fresh motor purchases. But motors are either not avail- 
able or prohibitively dear. Not only is capital investment 
afresh a serious problem; hut the .scarcity of spares and 
accessories — e #?., tyres — is perhaps a more serious and im- 
mediate disnhiliiy. And intensified s<‘rvico would bring 
the motorman earlier into its cluU'hes, Further f) resent 
intensity may not 1)0 much favouivd if its (on sequence is 
a certain cessation of motor S 4 »rvice in ctmiing years— may- 
be even months — on ac'count of these difflenliies. Ihit 
subiect to the availability of revenue replacements and 
capital equipment, intensive op<*j*ation is a desirnlile 
tendency that may be practised in order to uiinirnise 
stringency In the transport market. 


Ratf: Control. 

We may now turn to the problem of higher motor 
rates. The simplest reason for the rise in rates is the rise 
in costs; while a variety of other factors has necessarily 
contributed to it. The contraction of transport capacity 
naturally led to a rise in rates; while the absence of rail- 
way competition favourably countenanced it. The in- 
crease in motor rates has been particularly marked on 
routes parallel to railways. The ever-rising rates of the 
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present day form a surprising contrast to the low and 
unstable rates of former times.* 

But the question arises : Are not such abnormal rises 
to l)e ctmt rolled? There is good reason for the control of 
pul>lic utility prices even in normal times. Further it is 
a primary service and is at the root of many other costs; 
for transport is the pivot of production and the present 
high level of most prices is partly explained by reference 
to iiigh transport c-osUs. The reduction in road transport 
1 apa<atv should not k*. a<lducod as an excuse for the high 
level of rates; for such is the case with all necessaries 
during war time. Instead of tolerating such an economic 
proecsf! in times of war, the Government must ration space 
and keef) <lo\vn rales to normal levels. The rate should 
not Ik* allowed to operate as an automatic regulator of pas- 
Hcnuer and tjonds demands, under conditions of contract- 
ink^ nuaor silpplv, for the incidenc-c of the resultant evil 
varies with individuals and is actually harder on the poor 
passt'ngera and goods. Hence controlled rates are the de- 
sideratum. 

The actual pi-ocess of rate control may present some 
difheuity to the In<linn Government in the early stages; 
but this should not deter them from (lieir resolve. The 
rate controls in other ^•ountries. in England fm instance, 
have ken hasetl on a careful study (»f tlie in<aease in costs 
of service.*’ If ufsts increased hy 10 per cent, rates also 
would })e allowe<) to iticreasi' hy 10 per eent. This is a 
wise prtM'edure. for the limit of Tiiovement of rates, based 
primarily rui costs, is thereby si't hy the rise in the latter 
Now trarispr>rt sinifdv [Kisses on its higher costs to others, 
witlirait making aiiv fresh ad<Iilion. Jt is Imt catalytic 
and rot hv itself active. Thus the later stages of pro- 
duction cannot Ih‘ costlier fc»r transport reasons. 

The fixalirm of these rates is not a frightening diffi- 
culty either. The present Itegional Transport Authori- 
ties mav take active interest in the cost matters of the 
motor vehicles an<l may calculate their increase percen^ 
ages. These calculations, it may be noted, are much 
easier than manv other computations, f.g.. index of whole- 
sale prices. These may be ^attempted with due regard to 

* For Instance, the bus rale between Musullpatam and Bezwada has 
risen to Re- i from its pre-war level of 8 As. 

•“Road Haulage Ratds ” — C. T. Brunner {Journal of the In- 
stitute of Transport, May I93®). 
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local peculiarities telling on costs, e,g.y road condition, 
taxation, price of coal, etc. The rate fixation, ijowever, 
should maintain the rate relativity between the railway 
and the road; and the i-equired rate manipulalinns must 
be made whether on the railway or on the roail, Perhaps 
a little of latitude may \)c allowed to the mot(»rmen in 
fixing the rates. Thus maximum rates, instead of aljso- 
luto rates, may l)e perferably fixed by the Ciovermnenl from 
time to time. It may be noted that such “maxima*' fixa- 
tion has l>een followed by the Governments of Finland and 
Hungary even in pre-war days. The whole process detail- 
ed above would virtually deal with profiteering in the 
motor business. 

(hgnnisation^ 

Tlie important efToet of war on the organised struc- 
ture of ti aus[>oi't in genera! lies in the elimination of c“om- 
petition between the railways am! the roads. Pre-war days 
were characterised by colossal competition. Minimnm 
statistical cvi<lencc is necessary here. The Mitchcil- 
Kirkness report shows that al>out 48 per cent of railways 
are parallel to roads. Further the finances of railways, 
as per Government reports, Wedgwood report or the rail- 
ways’ private records, have !)een badly affected by competi- 
tion. Sections like Nidadavolu-NaVasapur and Narnsa- 
rnopet-Bczwada on the M. S. M., may be cited as parti- 
cularly notorious, where the une<-onomio rates have lx‘en 
a result of the manrruvres and out-manaaivres by lx>th 
parties. But all this has suddenly assumed but historical 
interest. Increased demand— especially on Government 
account — for transport, placed alongside with decreasing 
capacity and the difficulty of intensive operation, began to 
set right the pre-war excess of transport supply over de- 
mand. And, ex<ess supply, severe competition, low rates 
and dwindling finances are no more the pevailing pheno- 
mena. 

Co-ordination : The war-time absence of competition 
leads us naturally to the sphere of co-ordination. This 
is a comprehensive term with a flexible connotation. It 
implies the absence of duplication of service and unecono- 
mic competition ; embraces terminal co-operation and rate 
relativity; and denotes the balanced continuity of the 
transport net. The main means towards this end are^; 
licensing regulation and rate regulation. Wartime of- 

F. 10 
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I’ourse precludes all posvsibility of redundant and competi- 
tive transport and to that little extent brings about cir- 
runistaiitinl <*o-ordi nation. There is also closer rate rela- 
tivity in the transport industry as the above discussion 
reveals. 

Ilut co-ordination, in the full sense of the term, has 
yet tr) he brought al>out. War-time adjustment is one of 
foTX'ed absence of competition and cannot ho mistaken for 
full-fledged co-ordin.ation. The Govern ment has been a 
luilk purchaser of transport capacity. The semi- 
mormpolistic nature of the bid and the authoritative 
rhara<‘ter of its rules may directly facilitate the ejncrgenco 
of pr)werful I'oad regulation through the various war-time 
controls." 

A few ('oncreto steps may be outlined. The Govern- 
ment shoiihl not relenso all requisitioned trucks immediate- 
)y on the close of this war. Nor should they let free all 
trucks whoso (‘<instruction has received encouragement 
iiiulrr the a‘gis of war. For l»olli these classes of vehii^ies 
would enter into norma] business, glut cnpa<‘ily and 
become once again a stiYing imped imont in the way of co- 
ordination. ^^enntim<^ the (hwernment shouhl. through 
the Regional Authorities or through some stich now IxxlicR 
(Tentc<l for the purpf»s<', enquire into the normal transport 
needs of each nmte on the basis of past passenger or 
goods intensity an<l railway competition. Allowance 
shouUl. of (ourse, he made for the influences on the former 
of the level t>f rales and the stage of regional development. 
And the economics of railw'ay com|H'tition too have to be 
inquired info, A final statement on each route, with 
approN’iniato <orrectness. may l>e inade on the basis of 
w'hi<'h lt<‘ensing regulation may l>r efTeeted, 

Further, intensive operation has to be taken as the 
basis of sueh licensing regtilation. Now, in the light of 
these |j(‘enres based on such enquiries, the Government 
shoiikl make a conservative, deliberated and piecemeal 
release of war trucks in post-war da vs. This is the surest 
chock over the probable chance of competition through 

• C. T. Brunner: “Through the varrous 'controls* the Sute lakes up 
a strategic positi<w from which it can co-ordinate the whole of an indus- 
try, The whole economic system, including the road haulage industry, 
in war becomes dependent on work itndeiiaWen either directly or in- 
directly on Government account or on work which the State is in a posi- 
tion to control.” 
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excess capacity and cheap and plentiful lalK>ur supply; it 
is besides the first step in road -rail co-ordi nation. The 
post-war policy should not cause anxiety for tlie motor 
owners, for all will be assured with business, if the 
Government further sees to the balanced continuity of the 
transport net, which is yet another condition of w’-ordi na- 
tion. The extension of 1*00113 in Jndia is to be another 
aspect of the Government’s post-war prograjume. This 
would incidentally absorb the excess motor capacity in 
post-war days. 

It may be observed, in the end. that war is just the 
opportunity for the Government to inaugurate effective 
co-ordination, for they gain in war a marked, though nega- 
tive, incentive. We may realise that war is no clouI)t a 
state of abnormality implying colos-sal distortion and gi- 
gantic disturbance. But from the womb of every major 
chaos should emanate some bright hope for the future. 

^War has been but an acc^i dental j*egulutor of some oconoinic 
discquilibria and a providential indicator of some ec^ono* 
mic con-ections. I,et us view it in this light. And let us 
hope that the post-war Government of India will prove 
itself all the wiser for the experiences of war in the realms 
of transport, 
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War is an abnormal feature of the body economic. 
Economic forces can work and can always tend to ^ing 
about equilibrium only under normal circumstances- They 
can even receive and react to temporarj; and slight dis- 
turbances. But when a War is on. especjally one on such 
a large scale and intensity as we are witnessing to-day, 
abnomal deviations take place and the economic systern 
fails to react in the normal way, \One such abnormal 
deviation is the soaring price-level. 

A preliminary question that arises is the general one 
whether any atlcm()t should Iw made by us to iiilcrfcrc 
with the opiTiition of the dymimic laws of Economics. 
After all, the economic liody should lie left to itself with 
the power to react in a suitable way to this external shook 
to brln^ hack the normal cquilihrium position, hy itself or 
to estahlish a new economic equilibrium; and, some say. 
any interference f 1*0111 us through the price control means 
an arbitrary fixation of that equilibrium against the ojicra- 
tion of Natural Laws and some others say,^ any such 
interference is unne<‘€ssary. if not injurious. 1 he question 
of jirice control is a mixed one. It has. as usual with all 
questions in P'conomics, an ethical as well as an economic 
side and care must l>e taken to distinguish between the 
two. That prices should be controlle<l and 'ceiled* 
interests of the consumers, especially the i)Oor, is an Gthic<al 
ctmsideration whose ethics <iisappear when we remember 
that no minimum price was prescribed in the interests ot 
the r^oor producer when a great depression was on recently. 
That prices should be controlled in the interests of the 
economic system itself so that the people might be ensure 
to consume enough in order to retain their ability to worK 
and save is an economic consideration which deserves our 
attention.* Any interference from us with the 
operation of the natural laws would be justified provided 
better economic results, i.e., better production of economic 
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wealth would result. We need not always take the 
view that whut is natural or normal is iuvarial)ly good 
also. 

Now let us see how far price control is econo luic in 
times of war and how far it is possible. Under noiiual 
conditions, price- level is said to be reached hy an e<[ni li- 
brium of normal demand and normal supply wlneli iji the 
long run adjust to each other at that point. Hot the 
immediate impact of \var brings about a sudden maladjust- 
ment l)etween demand and supply in the following 
ways: — 

Either l)efore the war in anticipation of it or inuue- 
diately after the declaration, the double reaction comes in 
where demand increases and supply diminishes. Dematul 
increases because the consumer in anticipation of higher 
prices and less supply in futui'c would like to buy more 
and stock the goods, while supply diminislios as the sellers 
want to stock the goods for tne same reasons, 'I'hese two 
forces bring about a sudden but .‘short reaction to tlie pi ice 
level- Hut slowly things would readjust themselves us 
nobody can stock goo<ls for ever esi>ccia)Iy perish allies. 
Only the "unspent margin’ of 11101*01181111101*8’ goods witli the 
consumers would increase and once that point is reached 
norinnl <leiriand is once again estahiUhed., anc] provided 
sin>])ly can lx* ensured, old e(|ui 1 ihrium can lx* esiablislud; 
otlierwise, and this happens cxm tly, a new cquililiriutu is 
established soon. 

Meanwhile comiiaratively .slow but iicnnanent cfninge.s 
occur in the nature of l>oth deimmil and suiifdy. Normal 
demand remaining the same, supply would gradually 
diminish because some of the firms producing consumers’ 
goods before might l>e diverted towards the production of 
war goods now. Then demand itself increaso.s k*catise of 
the new employment ci*eatcd by the war whereby new 

f urchasing [jower is placed in the hands of tlie |>eo[>lo. 

n a highly industrialised country, like England, where 
employment before the war was great, the new cinidoy- 
ment created by the war might only 1x5 at the cx|)cnse of 
industrial labour. In this case demand for consumers 
goods might not increase much but there wouhl 1 x 5 an 
appreciable reduction in supply as industrial labour has 
been diverted for war purposes. But in a country of larp 
unemployment in the normal days, like India, where the 
new employment for the war is got from the unemployed, 



302 


K. V. RAO 


the r iso in demand foi* consumers* goods would be great 
but supply in thU case would not and need not be neces- 
sarily reduced because there is no diversion of industrial 
labour. 

In this latter case, purchasing power is placed in new 
l)an(ls for the first time. The purchasing power so placed 
in the hands of the newly employed mignt be from two 
sources. It might be old purchasing power already in 
circulation hut now withdrawn from the public by taxation 
an<l borrowing, or it might be new purchasing power 
created by the Government Printing Press. Some say 
that it is only in this case where new purchasing power is 
created that we get a condition of inflation but not other- 
wise, because what is withdrawn from the public ia spent 
lignin and hence there would be no change in the ijrice 
level. This contention is not quite right because even here 
prices nre effected in another way as there would ho 
shifting of demand from one group of commodities to 
another group depending upon the soc’tiouH of the people 
from and to whom this money is transferred. Thus the 
transfer might 1 k‘ from, say, ihe ricli to tlic ))oor resulting 
in the shift ing of demand from mostly lu.Kuries to 
nccessarie.s. There might Ihj inflation for some goods and 
deflation in the case of others. It is lime we give up our 
concept of inflation as a complete whole and look to its 
plurality conce|)t. 

There is also another misconception. Some people 
talk as though inflation is something external and there* 
fore coui<l Iw controlled by controlling the supply of 
money. Hut there is one point to l)e considered. Even 
if we finance all the war by taxation and borrowing, 
inflation is inevitable, l>eoausc more money is now spent on 
servitos and war goo<ls that do not enter the market, 2 .^.» 
etjuntion of exchange. So in this sense, inflation seems 
to i>e inevitable in the war or in any economy wherever 
there is shifting of lalx)ur from the production of material 
goods to the rendering of mere services. 

Apart from the question of maladjustment of demand 
and supply, there is a natural tendency for a rise in the 
cost of production itself, which also adds to the rise in the 
price level. A rise in the cost of production occurs 
because of the rise in the cost of raw materials and wage 
levels. Even if these are controlled, still cost of produc- 
tion increases, because production of necessaries is always 
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under the operation of the law of Diminishing Itchirns and 
increased production means increased cost: and in iho case 
of luxuries, they are under the O[)cration of I lu- reusing 
Ueturns, cost increases because their product inn is nuw 
restricted. This is a natural tendency and is incvitiil'lc in 
war time and care must be taken to make allowuiuc Un- 
this element in our price-controlling ]>olicv- 

Thus we w that the abnormal rise in the ))rice level 
is not always due to 'inflation' as it is ordinarily under- 
stood, but is due to many causes, some inlierent like ilu* 
rise in the cost of production an<l some avoidable like 
speculation, and inflation which is a I'ompositc <nic 
consisting of both internal one and llie iiuivasc in 
money. 

Next we have to consider w'hy wo want to control iho 
price level, and in a way this decides to what on lent wo 
have to control it. First comes the cost of the war. With 
a controlled ))rice level the cost of the war would ix> less 
Second and the most important one is the pnitc(*tion wo 
consumer from the harassment of the seller 
who hoards and speculates. Finally to control the cost 
of production itself, because ‘ceiling* and ‘flooring’ must 
go together in the control of price level. 

Of these the protection of the consumer, (os I sar<l 
before), is the most imfwrtant one from the ])oint of view 
of the scientific Economists. If the consumer is not 
supplied with enough to consume, his efficiency may he 
nnpairod and thus there might be a set-off to produciion. 
If that is the objective then price control wouid Iw of no 
use if the rise to be controlled is duo to natural rise in tlie 
cost of production or due to the fall in siip))ly. Tn these 
eases the objective can best be served by the State conceii-' 
heating more on production than on price control; for rtsc 
m price is only an effect of the fall in supply and by con- 
trolling the effect leaving the cause w'e may be a<'liieving 
nothing. 

So we can now know that it is not all rise in ihc price 
level that we have to control and check, and that it is not 

always that price control that can brine al>out Hic desired 
result. 

Sometimes a rise in the price level is not without il» 
advantages and lessons. Tn war time restricted consump- 
tion only up to the absolute extent is very desirable and a 
rise m the price level along with rationing, taxation and 
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[>or rowing would bring nhoiit the desired result. Thus 
there is no economic ground for the control of the rise in 
the price of luxuries. Any such step might encourage the 
demand for luxuries which by directing the productive 
energies of the nation might alTect war efforts. On the 
other hand if I lie juitrs are not conlrolle<i, in the case of 
luxuries a rise in the price level would act as a cheek and 
corrective to high consumption. Rut probably it would 
l>o di (lieu It to distinguish lx*tween necessities and luxuries 
and some complications might arise because of this dls- 
erimlnation. So it is l)cttcr that production of luxuries 
itself is restricted eoniplctely in a highly industrial country. 
In a country like India where there is enough of labour 
available, no such restrictions need be placed. 

So we can now say that it is not all rise in the price 
level that we need conirnl and that such control need not 
f>e in the east' of all g<K)ds. A rise in the price level ihic 
to a natural rise in the <t>st of jjmdtiction slioiiM he 
a Mo well. 

Price conlr<il won hi l>o possible an<l cfTeclivc only 
when wc ftilly uiulerslaiid I he forecs that firing about this 
result, anrl <'on1roI thos<‘ fonrs elToctivcIy. Price control 
is gencrallv foiled l>v the ’hlack market.’ The black 
market is created liy the comparative M'arcity of supi>ly 
relative to flemanrl. 'I'hcre are tlemantl and supply 
schedules for each eruninodity according to which at each 
firice diffcronl amounts of the commodity are demanded 
and nffered for sale. I'he ec|uilihrium price is reached 
depending upon these two schedules. This is a natural 
posit if iti hroughl aliout hy the operation of immutable eco- 
tumiii’ forccs. S<j if any jiarticular price is arbitrarily 
fixed hy the Oovernment hy ihoir jirice control scheme, the 
quantity demanded at that level should also be made avail- 
able by the government. If a price is fixed hut the 
quantity is not supplied, naturally the ‘black market* is 
l)oiind to arise, 

I ti a d e q u a cy of su p ply a r i ses o at of two c auses , F i rstly , 
there micht be the natural dificiency of production due to 
its inability to adjust itself to the growing demands due to 
war conditions, or due to the diversion of productive 
activity for war purposes. Secondly, inadequacy might 
arise because of hoarding and speculation- The first cause 
might be eliminated firstly by increasing production of 
necessaries and secondly by preventing the soaring demand 
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by withdrawing purchasing power from (Ik* hands of the 
public by taxation and borrowing. Hut those so-called 
‘anti-inflationary* incasui'os will Jiot Ik.* of nuich use to us 
because money withdrawn lliiis from circulation is 
generally from the cx|)cnditiire of (lie rich on luMiries. 
5>o demand for necessaries wouhl change by these 

measures, excluding the *‘Kcvni»s' plan/' So more produc- 
tion of noccssuries is the u]Uy sc»kiiion. 

I'all uf supply due to speculation, hoarding, cLc., can 
be counteracted by ic(|nisitioning^, anti-hoarding laws, etc., 
and above all by the deter jnination on tlie part of the 
(jovernment to lix a price level oiur for all and to stick on 
to it. Pco))lc specadate and hoanl oidv in anticipation of 
a rise in price. If ihcy know that ju'ices will not change 
in the nearest futui’C, tlicn no h( warding will take place. 
'Jb-day in Iiulia. hoarding is <lirvclly oncon raged by the 
Uovejnment by their |K>luy of jicih>di«'al ixjvision oi the 
prices. Such a [)cri‘Hlu*al rcvisitai i^^ jiisUlicd, it is said, 
because allowance must Ijc made for the growing cost of 
production from time to time. True, bui it is exactly, 
wliat j produces the hoarding jiraclice. 'I'liis dillienltv of 
clianging cost of production could easily be avoided by 
once for all fixing tlic cost of all the factors of production 
including wages on the Keynes’ plan. 

Hut mere price control and anti-hoarding laws cannot 
hi’ing about tbc dcsire<l result in the absence of adequate 
supfuy. \Vc sln)uld not lose sight of what we want to 
uckievc by ('ontroDing the price level. Price control is not 
an end in itself. It is only a moans to an ade<{uate supply 
of necessaries, etc., to the consumci*s to i*etuin their pro- 
ductive capacity. Will that be achieved if merely j) rices 
are controlled and even hoarding prevented, in a case 
where there is not aji adequate supply of the grinds. (*>en 
when prices are controlled there is a possibility of one 
section of the people, say, the rich and tlie influential, 
buying more than 'their due sharo, leaving almost nothing 
for the poor unless the supply is <!uite adequate. Hut if 
the supply Is enough no price control is necessary as 
demand and supply would arrive at a suitable and 
equilibrium ))rice level; in this case it is enough if we have 
anti-hoarding laws. 

Hut price control has a [dace only whei'e there is not 
enough or where there is just enough of supply of goods 
and where it ie desirable that all the people should get a 
F. XI 
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fair and equitable proportion of the supply. Price control 
while fixing a price suitable for the poor cannot also 
guarantee the supply of that eomiiioditv to them unless it 
IS accompanied by severe rationing. Without rationing, 
price control defeats its purpose by making it easy for the 
rich ami the infliieiilial to obtain commodities cheaper 
leaving tiio problem of the poor unsolved. 

'J’liore is another si*hool of thought that mere 
wiiliclrawal of money from circulation at a uniform 
rate from all set‘tions of the people including the poor 
would serve the purpose and price control anu/oi* ration- 
ing are quite unneces.sarv (for instance, Keynes’ plan). 
The fundamental assumptions underlying such schemes 
are that reduction in purchasing power would result in a 
uniform and proportionate cut in the cxf)enditure of indi- 
viduals at the margins in all dii*ections and that there is 
at least an adequate supply of goods available for consump- 
tion. Hut neither assumption is correct. If there is u 
cut in my purchasing jmwer. I won hi cut <lown my c\- 
l)ciid!turc hrsJ on luxuries — and (liciv the cut mighi be 
uniform in all ilircchons - hsiving expenditure ou ueecs- 
sarics intact; in fact, that is nin* detinitioii of necessaries. 
The result would U* that supply t'cmaining inaile([iiate-*- 
in war time it is n'd ueed. as we fiave already seen— demand 
remains at least the same and so juice rises. 'J'he rich 
wonid i'Ut down their cx|Kuidilure on luxuries and buy 
einmgb necessaries leavitig almost nothing to the poor who 
cannot affor<l to olfer higli prici*s as tlicy have rm money. 
Jt is to solve this rise in jirice level beyond the capacity of 
the ))Oor that we introduce control of price level. Hut 
mere control of ju ice level may result in the rich and 
influential still buy in mon* if there is no rationing. 

So we come to tnc conclusion that not only it is that 
price control is inadequate but that it is positively in- 
jurious to the social interest if it is not accom|)nnied by 
rationing or some other way of ensuring adequate quota 
to the poor. Hut rationing itself would in\olve a severe 
control bv the Goveinment of jrvoduction, supjdv and 
marketing. In other words, the Government should have 
a complete monopoly of the sup|)ly of these commodities, 
if we want to achieve what we want to get by price 
control. 

Thus price control is only a part of a big whole and 
either the whole must be tackled together by the Govern- 
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ment or the whole must be left away to the o|>eration of the 
natural laws. J^]>ora<lio and half-hearted attempts at 
ju'ice control of one commodity or the other, revision of 
the prices now and then, price control without rationing, 
rationing without adequate supply— all these show on the 
part of the authorities a complete ignorance of the 0|>era- 
tion of economic* laws and an inadecjuate appreciation of 
the true situation. 
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THE CONTROL OF INFLATION IN INDIA 

BV 

T. Satyanaravan* M.A., 

i.fCturt'r, AotUna ('uirfi'd'Uy. 

In recent <Hsrnssinn» on llie rise of prices in India* 
some! lines flu* <|iicstiiiii is nski^l whether there Inis 

I>eon ‘inflniioii.' Tims ihe Viieiiiv in his Cnlcuttn s|)eech 
referred io the ‘risk* of nn infinl i«*nnry rise in prices: 
others have reLnioil U* th(‘ smiinl hiKh'glary ci^ndition of 
the Government of fndin niul <|ncstif>ne<l the existence of 
inflation. Still r.ihers have poinUsI ont certain nnpoilnnt 
facts rosponsihic for rortain risi's in priers like transiiort 
diffionlties, cnrtailinent *if finporls. spcmihilive liiMiding o\ 
g(X»ds and raising of prints, cir Ihil il Im' < lear to 

anv heeri ohservi»r tlial N\e art* having an in Hal ionary rise 
in pri( cs. whicli is ii« iiiloii ed hy tlieso particular 

fa(M<jrs wfiirli help liinil Mion* the rr>iisnnu*rs 

goods avaiinhie to the i t.iririiiinll v. The dilVeivnee lietweon 
pnrlicidar iim's of priic'c rhu* in ‘Iml i Kaii'^ ks* and ginieval 
inflation is oidv one nf stage.' and l•l•\oIl^l dniilit we liave 
reached alreailv the latter stage. 

Tlie basic faels to l>o taken into account willi regard 
to inflat inn an<l its polniil iaill ii*s are cnnsuniers' incoine 
an<l tlie viihiinc* ol rfinsnnun-.* goods availahle in the 
( rmniry. ‘‘The most pcaliiiml cotiiptavnl of tins balance’ 
savs .1, M. Clark. ‘Ms that one whi<1i j daces on one side 
rhal part of the total snni of iinlividiial in<‘<mie.s which 
inrlividnals would uornially wish to spend on corisnmcrs 
goods w}ii( li il will }k‘ pra< tic;dih' to i*eac}i, as tlie defence 
drive progresses. '• Ina<Ici|tiale understanding of this 
basic tact has led to obs<*ssion with relatively secondary 
questions like the increase in iiotc-eirciilation. total in- 
crease in prtMiuction. exisHani* <if a Ijalanred budget, etc., 
and hence to a false sense of security in some oases. For 
instance a writer in a re< ent issue of ('apital writes, 

* J. M. Clark: '* T*iirih<-r remark*, rm Defenro Financing ;mcl Infla- 
tion *’ — The of Hennomk StatUtk^, August, if)4i* 
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referring to the large expansion in bank deposits in India, 
“Thanks, however to the iiuTease in jirudui tivUy. ilieie is 
no need to view askance this colossal e\i»aiisicin lO credit, 
and inflation has so far been successfully warded ofl’." ' 
Evidently the fact that expansion of i) reduction has mainly 
been in war-industries has l>een overlooked here. Similar- 
ly, as (Jalhraith says “the volume of !‘evenui‘ raised or the 
size of the deficit,' Iwars little relation to the problem of 
inflation. An inflation is theoretically possible with a 
l^alanc ed budget just as stable prices are \vlu)ll\ ronsistent 
with a sizeable deficit.”^ 

'Die two most important factors rosjumsihlo for the 
e\|mnsion of consumers' Income have In^erj \iiii versa lly 
recognised as the increascnl civil and <lefent‘e espendilure 
of the Oovernment of India, and the expenditure on the 
])i\vi of His Majesty's (iovernment in India -the two 
together standing at Hs. 533 croivs in 43. besides 

these increases in ex))enditure hv (lovernmetus. we must 
take into aceouiU increased expenditure hy the Kailway^ 
and other public enterprises, dearness allowances. Ismnses. 
wage-increases, etc., by other public and private emt>h»y' 
ers. nrul increase in investment on defence industries and 
other inriustries which do not jiroduce consumers' gocals, 
That tins Inst one is an important i»oint is clear frmn wlial 
Hansen says: “'I'he <Icfcnce expenditure will enlarge the 
total ineome-strenm <lirectly by a certain amount. More- 
over. ((‘rlain n‘[M*rciissions on private in vestment in plant 
and of|ni[>nient will Ik* induced hy general evimnsion. ’• 
Thus in<*ieasod investment leads to an cxjiansion of <‘on* 
snmers' ineomo (and expenditure) over and above that 
caused Iw increased defence expen<!iture. (Tf is inteiost- 
ing to note lierc that investment on works and in certain 
industries not competing directly with war-industries Inive 
been suggested ns a method of draining purchasing power 
from the market, as though what is investe<i by Mime does 
not become consumers' income in the hands of others! ). 


Imlia’s a-^nkinc SysUin *•- Cafi/oi SiineU-morU. 1 ^ 

* J. K. GftlLrailli: "Tltr srUn-iMm mvl liniiey hakilimi 
•-The of r.coMomiv S/athlies. Miiy. lO-iC 

'A. H. Ilanstn: “ iMnanciiig am! Inllalioii |Varmi;i)a«< 

—The Review of Economic <:iali.<ries, I dinuiry. toji- 

•K. P. Viswamih.! Ayer, ** VVaMinic Curre ncy I-:xi),'insifiii Aiirl as 
Significance’— Commtfrrf, 19 December, 1942. 
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Expenditure hy the Ameiican forces in India, and the 
)iossil)i)it y of nnv net dishoarding either due to speculative 
hoarding at gisnds av to the pressure of higher places are 
two inor(‘ potentialities to he taken into account. The 
In J ter is )>nrti' uhirly important in view of tlie fact that at 
present large idle halnncw are l)eing held by people in the 
shape of deinaiid defiosits with banks, and those quantities 
<if “nionctar\ flynainiic** may lie thrown into the markets 
for cfmsumors’ goods at any time. 

If. finally, the vicious circle of wages and f)rices chas- 
ing (*ach otlici' gets started, which has not happened so far, 
the situation will get comfilctely out of hand. We need 
not ilwell on the eonsccinences r»f such a deveio|>ment 
Hanson wnni<‘<l "Inflation is more insidious than un* 
(UUf)h>yTnent. and ir shouhl not f>e allowed to get started 
anywhere/'* \Vi* have already given it a fair .start: the 
fjoint is whether energetic men.su res will even now he taken 
iH'I'ore it gets more violent . 

1'he main measures avniinhie for controlling inllalion. 
and adopted sueecssfidlv elsewhere are hv now welMvnown. 
T)ievare(l) iinreaserl tavarion. diiect and indirect. 


(2) increase<l horrowirvg tlirotigh loans, hnt'ked h\ |K>w(*r' 
fill iinrpnganda. forred loans <u* srhernes for eon vert- 
ing a part of |H'i»pli'%* im otnes into aceonnls hIo< I<e<l for ihc 
duration of tfu' war. r4j dins t rneasuirs of <’Oiii|ireheiisi vo 
[nici‘ and wagi* miiirol acroin]>anied bv jiriorities and 
rationing, nnrl (.'m <’ontrol of credit pohev !>ifVt*r(*nt 
petif)!e rmi>hasize some of rhe»* measures, their rni*rit‘i and 
demerits anrl would 1 * 0 ! v more on some of them. Ihit it 
lias hv now In'CMine < lear that all lhe.se and anv more avail- 
able measure.^ are needed to control inflation. "A r’cnlistic 
policy si*ems to (all for moves on all fronts, wftli as much 
co-ordination a-^ can lx* managed."* The remarkable 
success of .\merieaii and British programmes of inflation 
control is due to such comprehensive planninjc. 

Our prolilem is, considering the peculiar cireum.stances 
of our country, how an* we to use these measures to control 
inflation? Anv significant reduction of consumption must 
come mainly from tlie masses of the people. Hence it is 
clear that voluntary savings, on which many seem to pin 
their hopes, are not likely to solve the problem. Siibscrip- 


* A. H, n/>. cil. 

• J. M. Clark, op. cit. 
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tions to defence loans have been disa|i[K)ijiliii^, — iheii* 
total leaehcd only Ks. 121 ol eroro l)v the end <»l Oeinber 
lb42, of wliieli small s;iviiigs sUxd at aUiul J eiui rs. 
Moreover reliance on vohiiitary savings IkacikI a puinl is 
unsatisfactory because they may tliemsc'lves be llie re nits 
of inflationary finance as has lieeii coiu lnsiiclv simwii dv 
K eynes in his 'How to |>av for the war. tliacniinciu 
may meet expendituic fust out of issue of notes l»v the 
C entral 13ank, ways and means advances, or Treasnrv Ihll 
noata tions held by the Banking system; this cm ha i ices the 
purcliasing power of the |>eo|>le. wliich through rise in 
prices flows into the hands of tlie profiteers, and from 
them hack to the Treasure in the shape (»f increased 
voluntary loans or tax pr<iceeds, This process mav be 
caiTic<l on witfi success but with clearlv inHationarv conse- 
quences: such was the process mainlv in the last \vur. and 
most nrobably sucli is largely the ca'«e with ilie liiiamihu 
(it Indian (Jovenunents’ and Jlis Ma jest v s Chivcnimciits' 
expeuditui-e and the l•epnlrialiolI of sterling dcUi Im 
in India. A large mcj'oas- in tlie freasurv I'.ill Issue, 
standing at Us. Oil crorcs in Novel niter. 11)42 as a''^aiMv( n 
pcaee.timc avera-u of Us. cmrcs and the large" Ici liiig 
ial<ling« of the Keservo Hank of India aie deuf indica" 
tions of the tendency. 

Hence the main ways to l>c dovelojietl are furiiier 
axutioii and tonijndsory iKirrowijig. Taxation has already 
been [iitched high, and the extent to which it cun he .anirecl 
up iDgher m the direct fieM without killing inrciiUvc is 
small- Indii^cl taxation is regressive, and will U* a great 
injustice to the workei-s and iMuisanls who aiv cniiMcd to 
higher incomes as rewards for hard effort. ('(ijisurupLlon 
taxation, therefore, while effective is iiieci id table and it 
may well lead to demands for higher wages, thus defeating 
Its veiy purpose. 

The only way 0 |)en to lairtai) consumption while 
giving the masses the l>eneht of higher incomes is by com- 
pulsory savings. The two main difficulties here are 
administrative and psychological : how to collc< t cnnipid- 
sory saving.s from the* millions of niasst‘s, an«l how Uj 
convince them that these are n«-oss<»ry? 

The only machinery available is (hat <»f ilic tax 
structure. The rich and the upper middle class are already 
tapped by the income-tax, L.P.T., and the compulsory 
savings plans tacked on to these; these can probably be 
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extcuKknl to the hij^licr incomes in addition to the present 
taxes. 

There retnain tlie agrieultnrisU, workers and the 
l(»wcr niiildk* class. The aj^ricultiirists can he asked to pay 
lart'or amounts for the laud I'eveiiuc on a graduated scale, 
in all rcinghlv yielding, say, about double the present land 
revenue pa v menu. The extra payment ean be eredited to 
u blf>eke(l aecouiil. em niiig iiilei-est, whieli ean be used for 
collecting laiiil revenue in post-war years. In other words, 
agriculturists arc to make advance payments of land 
revenue lor |»>si-war rears. 'J1iey should also be en- 
couraged to i>av olV in (his i^riod of liigh prices tlieir out- 
standing <leb(s to all credit agencies as far as ))ossible. 
Credit lor j»nr poses of consumption should be severely 
restricted bv co- (Operative agencies. 

it will’ I k* |K»ssible to adopt a scheme of compulsoiy 
contril)utions on a wide scale only il the consuiner can 
as.‘<.uc<l tliat priirs will l« i.icvci.ted from rising tmllioi 

oven liroughl down in some cases) aiul (hat a siUlicient 
.lUiuiUlv oi I'SM'tilinl “rHids will Ik' iivnihd.li' al llmstt iivii'CS. 
TliiK iiieaiis tliiil a i>icij{ramim' ol IKiii^’ ci'iliti" |>iiiTs t(ii' a 
lai'iic list of csscnlial ^jihkIs and tliriv siilisliliili'K and u 
linaiiiuTV for di'Uilaitii.ii on a ralionctl i'a>.is lo (•onsiiiiicrs 
is'uiiiciil'lv lurd.'d. 'I'tiis can Ik- done bv rcoislcring all 
vonsimu-rs in cacli area with a di«U'ihu(m^ a^jency- a 
Uovernmetil dci-ol. or a i'o-oj)eriilive stort-s (or a lu-ensuci 
dcali-r a> siigKcsU-d l.v f'l/ntnt.y foi each of wljcim a 
dc-iiiiitc <|tiaiilitv of essential {foods will he assiircd and 
•illolterl 'I'his is the onlv means. Iiowever dillieiilt, ot 
assiiiiii'r erinitahle .listrihiition and loevenlinif hoarding 
(i| essenliat "ooils. 

Onee sueli a tiiaeliinerv is ereated. it enables Us to 

ain.lv a plan of Cnini.ulsory savinKs to the masses ot the 
iK'ople. A ueiu'ial retail sides lax of say He. 0-1-0 in the 
luiiee ean K- imposed, prices inelusive of (he sales tax 
fixed; lilt' eontribution of eaeh registered consumer will be 
ealeiilaterl every month and eredited to a blocked ac-comit. 
The tax on other sales will l)C an outright contribution- 
differential sales taxes can he levied also 
semi-luxury goods as well as on all speculative transac 

As regards industrial workere, ceilings must be fixed 

of BcoHomic Slolisiics, May, I940 
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for wages and any increases or bonuses must be in the 
shape of deferred pay. One iniiwitant method of stei ilis- 
mg a part of their incomes is to start immediately a plan 
ot contributory unemployment insurance in all large enter- 
prises in India. The war is being used as an opportunity 
for extended social justice elsewhere; even if we cannot 
have a full-fledged Beveridge plan” let us at least make 
a beginning. 

Blocked accounts may, as Kevnes suggested, be 
released for certain purposes like the payment of insurance 
premia or emergency ex|)enditure. These moneys, it will 

■u T ** collecUd by provincial governments which 
will lend them to the Central government. 

It is essential to note that comprehensive price-control 
the setting up of a country-wide machinery for the distri- 
bution of essential goods on a rationed basis with the 
registration of consumers, and the programme of com- 
pulsory contributions— all these are interdependent and 
form a co-ordinate plan. These can be supplemented by 
revising the cash reserve requirements of joint-stock banks 
to prevent dishoarding or lai^e lending for loan subscrip- 
tions. specially in view of the fact that the present cash 
ratio stands as high as 18*3%. * 

There remains the psychological problem— its solution 
will largely denend on the extent to which Government and 
leaders of public opinion can co-operate in convincing the 
masses that this is the best alternative to the evils of infla- 
tion or heavy taxation. 


F. u 
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INDIA DURING THE WAR 


BY 

H. (jOViNDA Row, M.A.. BX., 

Hindu CoUe(je, Ountxir. 

The expecliencv in time of war of ecx^nomic control 
<'veii ;it the risk of irj justice lo small gioups of the public 
l aimnt l)e (lenie<L Thotigh it is not easy to adjust rival 
claims of producers and consumers to restore equiJihn- 
mu in tlio ))rice-structui'c, the problem of price-contro 
caiuuit lie left ns a counsel of despair. It means control 
over the supply which 1ms to bo undertaken cautiously 
and with foiesight. In India to-day. the whole economy 
is geare<l to war production a ml the <*<>mmon necessaries 
have hecomc scarce and expensive. The real causes of 
the rise in prices were that the <r>sls of f>roduction have 
gone up, wliile the ptodiu’crs and juid<llemen-mei'chants 
anticipating enormous war demands and shortage of 
supply in ine market, hv tlie diversion of capital and la- 
l)our to war-industries. <cmcealed a part of the stock. No 
district nr province is self-siifTicient in the matter of its 
requirements, f<K«l or otherwise*, and this factor does not 
go against the snundh running of so^'io-ec-onomic life in 
normal times. The purchasing power of our masses be- 
ing low, their con<lition has luNoine s<*rious due to the 
ris<* in the price of <'<)nimodities all round. High wages 
and ini'omes in Britain nncl America help the people to 
pay even fantastic prices aske<l for, while timely ration- 
ing. 'Stabilised their general position. The Government 
of Tmlia have no comprehensive planning and hesitate to 
take strong measures against the wholesale racketeering 
that is going on in the country. Considering the peculiar 
position here, one cannot expect the Government to take 
into its hands fully, production and distribution and ra- 
tion everything on a scientific basis. An attempt will be 
made in this paper to point out the manner and method 
of the enforcement of economic control by the Government 
of Madras particularly, with reference mostly to food- 
stuffs, and the problems the Government of India have 
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to face in future from the national and interiiatioiial 
Viewpoints. 

As far b 'r as the Government of Madras de- 
sired to make careful enquiries and obtain accuiale sta- 
tistical information in respect of the esst'iuial commodi- 
ties whose price sharply i-oso following the outbreak of 
the war and to restoi'e confi<ience in tlio mai kets and 
among the public. The wainiiig they issueil to pjofi leers 
had some effect in steadying pric-cs of necessaiy articles 
Again, Taluq and District Ihiees Advisoiv (\>mmitlees 
composed of lepreseiitative men and I jades were consti- 
tuted for the purpose of fixing mean fair prices r)f certain 
coil) modi ties. Their objeci was not to conuol prices lait 
only to check undue pioht Inung mad(‘ by intermedia vies 
^tween produceis and consumers. Towards the cml of 
Januaiy of last year, the Government of India dis'idcd 
that emergency powers under the Defence of India Itules 
be exercised by all Provincial Governments, and in virtue 
ot^ this, the Government of Madras in turn. rlciog,uc<l to 
district Magistrates powers under Uule.s 76, 71) 8] ^3 
by and 110 pertaining to prices, the maintenance i.f es^ 
sential supplies and servu'es needed for the life nf the 

foodstocks and warehouses, 
calling for information alwu stocks, etc. These powers 
piactically remained defunct since, in the districts, steps 
weie not wisely taken either to <-on(rol indnstrv. or to fix 
puces or even to s^ure the availability of foodstuffs 

k •'"■■owing the G. O. dated l!)-5-4i issued 

^ the Madras Government, Regional Price atui Supply 
Hoards con.sisting of the roprcsenbi lives of ihe (govern- 
ment and of the southern Slate.s weit* set ti|) lo (onsider 
the question of the movement of focwl-grains, ole., wflliiu 
the area, h) make recommendations for .shojt-circuil ing 
them, to adjust the level of ivfail prices on the Imsis of 
wholesale prices fixed by the Central Goverimiont and to 
deal with the proper distribution of <‘omnuMjii ies. Thi.s 
work is expected to be expedited by llie Pmvincial Com- 
missioner of Civil Supplie.s whos<* powers are tn flire<t. 
co-ordinate and enforce measures for the distrihiitifm of 
supplies, and for the (ontrol of prires ami to giiitle Dis- 
trict C-ollectors. There mattei*s also do nr>t seem to fmvo 
gone far, nor brought in any tangible re.^iull**. 
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A major crisis may develop in our country if the 
food pro Weill U not tackled in all iu bearings by quick 
and Mgorous action. It is well known that even in nor- 
mal times our jwpuhition were underfed and that in years 
of low productivity some part of the shortage was met by 
imports from liurma and iSiam. The perplexing spec- 
tacle 1 nose 11 ted lo-day is that while our imports are cut 
olY. we have to supply our neighbours like Ceylon, Added 
In i(n> iheie is iiic demand from the military stationed 
in India. It has lieen estimated that the deficit during 
i.isi \cai* ill oi riiv stood at 3.24 million tons and 

of wiieat at 4,30,000 tons, and that our country is deficient 
In lier fiHHl supply for aliout 03 millions of her popula- 
tion. it is the imperative duty of the Government to 
increase production and oven to import an authoritarian 
<4cmeiU ill its distributive methods. As a result ot the 
-Grow More Food” campaign, the total acreage under 
rice in India had been increased ti'om 73 to 75.6 million 
acre'^ while under millets, the acreage had gone up fiom 
51 to’ 50 million acres. This increase* was secureil by 
substituting food crops for money crops. But this drive 
would prove a better success if more concrete measures 
are adopted to help the ryots to increase their produce 
and to secure for them all the things they need at fair 
prices. The fo«Kl coni ml regulations adnpted so far bv 
the Government have not pi evented rise in prices, growth 
of black markets, nor ensured required supplies for all at 
controlled prices. It has been pleaded by official spokes- 
men that in ease the Government were to guarantee to 
the ennsumer a reasonahle fpiantitv food-grains at fix- 
ed rates, the controlling authority should have ful! com- 
mand over tin* available supply of foodstuffs as also over 
I be eoTl^umers■ demaml. No doubt the degree of success 
achieved iu Great Britain by a system of control was due 
to control Iwdng exercised by a single authority and to 
(oinplete co-operation between the State and the citizens. 
Illiteracy of the Indian masses, apathy of the public, the 
political situation in the country, the present constitu- 
tional status of the province's and similar arguments 
usually put forth against cnforc-ement of salutary and 
effective economic controls do not count much. 

So far as the Madras Province is concerned, rice is 
bring supplied from two principal areas, riz.. the Tan- 
loj'c Block and the Circa rs Delta, the surplus districts in 
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the presidency. The deficit districts aiv Malahaj-, t’oiiii- 
batoie, Nilgiris and partly ^aloju. There arc, iie.*'ide.'<, 
areas of self-sufliciency. 'Imports of rice into ilie [oo- 
Vince per year used to bt* 10 lakhs tons. Durinj^ last 
year, the total deficit was nearly S lakhs Unis. Tlio grain 
purchase officers working at Hezwada ainl Tanjoro. tiio 
centres of surplus areas, note the (luantiiy uf rice in ^lo* 
mand from dillorent areas like C'oehia. eU\. issue 

licences and permits to wholesalers to trade in aiid \n 
despatch consignments to areas of demainl, KHommeJul 
priority to secure wagons, and also enjoe the right of 
seizing stocks and requisitioning rice. One anomaly is 
that the growers or landlords of paddy and othe) fnod- 
gr^nins can sell them without limit nn<l other restriitirms. 
The prices of these food -grains or ric-e are left to thi' play 
of the laws of demand and supply. The hig nier<h*uts 
arc buying largely and cornering stocks to be sup]di( 1 in 
Uie Purchase CiTucr at high prices with the result that 
local prices are scaring up. Thus, while inier-disiriit 
or intcr-provincial nrraugeinenis are l)eing woiked out, 
the food requirements of the population, even in the so 
called surplus districts, are not thought of. This Is un- 
doubted ly a short-sighted policy and is breeding discon- 
tent among all sections of the public. While (he policy 
of the Government is enriching the wholosale-merchaiUs, 
it has met with colossal failure in affording relief to the 
rest. The Government seem to take comfort in the belief 
that with the appointment of officers described as Food 
Controllers and C'ontroller-Genorak their punhase- 
scheme will succeed and tension will he eased. What is 
neerled is ensuring supplies to (he needed localities, ar- 
ranging for thoii’ ]iro|>er transport and distrifmtinn, pro* 
venting the stocks from d Isa |)poa ring undei‘gr«ajnrl or 
finding their way to (he black niaikcls aiul lulnging to 
lK)ok (he nnscriipiilous traders. The (Vntral (jovern- 
ment has to eollahoralc intensively with the Provincial 
Govej'nmcnts in ^ 

1, financing and purchasing -<t<Kks of fntidstiilTs, 
storing and selling them: 

2 aiHhorising some dcpcinlahle agency (o under- 
take such work and to I'Xcnise <01 lain p'ovcrs: 

3 fixine prices of f<KKl-meli*rlal-s aii<l «ahor iircc^- 
sities of life and puhli.^hing them 
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Some Uovernments as those of Ikunbay and Bihar ar^ 
adopting stringent measures such as freezing stocks of rice 
held by wholosaleis and prohibiting trading in future. 
The difl’eront provinces and States ai-e attempting each to 
safeguard its own interests, while the agents of the De- 
feiKv Authrn-ities are making large purchases of food 
supplies at any pri<*es and wherever they can. The urgent 
nocnl of the hour is greater co-ordinated action f)e tween 
ibe ('cut re, Provinces an<l States, the civilian and mill- 
laiy rcc|inrcmcii(s, and ensured minimum supply of food 
at reasonable prices for every consumer. 

The case of sugar which is a necessity for the rich 
and poor alike is to he examined next. The way in which 
c ontrol is cxercise<i in regard to sugar in the Madras Pro- 
vince is that the local (ioverninent directs its internal 
distribution under the advice of the Sugar Controller for 
India. The consignments are despatched from the mills 
in the rniie<l Provinces and liihar actnirding to the 
(|unta sant'tioned and are received in Madras by Messi^ 
Parrv <.V t'o. who distribute sugar If) licenscfl wbolesalersT 
The retail merchants prof'iirr iheir supplies ami sell at 
the stipulated \nuv: but these are i)f>t hound to declare 
their stocks or if> submit fortnightly returns U) Sales Tax 
() Ulcers, like the wholesalers. There is always a scramble 
for viiiinr, as the merchants hide the stocks and are leal- 
iMiig. in ferlain itistaiuvs, bt‘tter nrices than those fixed 
})y law. Here, again, a feeling of uncertainty jules in 
the market and dis^onlrnt prevails among the consuming 
public. 

The retail prices of tea of different brands have 
sonrcf) up a ml the situation seems to h? inescapable. The 
agitation in regard to this inatler is weak si net* this com- 
mf)dilv is not an essential arli(*le of food. But one prob- 
lem needs l)e mentioned viewe<l from the standpoint or 
the nation. As a fvmsefpiem'e of the British Ministry of 
Food’s block purchase scheme of all exportable teas and 
the resulting absence of private exports, transactions in 
Export Rights have practically ceased and the result is 
that several small growers of tea in the Nilgiris are now 
unable to sell their quotas at reasonable price. The Gov- 
ernment of India has, therefore, to make special arrange- 
ment to take in these quotas. 

The war has affected the growers and traders in 
ground-nuts also in the Madras Presidency, thereby 
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creating a pecuHar situation. More than one-third of 
the normal pre-war exjwrt of this commodity used to bo 
made to European countries. But the loss of those mai - 
kets coupled with inadequate shipping facilities have 
necessitated efforts to secui'c extcmled markets else- 
where, though the results achieved in this particular are 
meagre. The British Ministry of Food is buying the 
bulk of their purchases in India of ground-nuts, which 
step has improved the fwsition, Though internal con- 
sumption is increasing, it cannot aijsorb all tlie unex- 
portable surplus. The authorities are therefore ndvis- 
mg the agriculuirisls to curtail cultivation and to gr()w 
instead other crop.s which would give them a fai)lv as- 
sured return. 

Another repiTsentative article of food to he c-onsi- 
dered a j‘e chillies. This southern province is self-snffi. 
dent in regard to c'hillios. Hut there is an enornvms in- 
crease in its price due to 


1. inadequacy of transj)ort fadlitieR restricting 
free movements fi‘om the surplus districts of 
Guntur, Kurnool, Ramnad, Tinncvelly to the 
deficit districts in the southern part; 

2. increased export to Ceylon : and 

3. profiteering by wholesale ami retail merchants 
all over who have pushed up prices under cover 
of a general rise in the prices of other food- 
stuffs. Co-operative stores can play a useful 
part in stocking chillies and selling them to the 
public at fair rates, since that agency can secure 
special facilities from the Government. 


Next to food, comes clothing as an absolute necessity 
ol life. It is a matter of daily experience to meet the 
nth and poor alike (tom plaining al)out the dispropor- 
Uonately high rise in the price of all kinds of cloth 
Hence supply and distribution of some standard cloth 

^ undertaken 
of t'"* Indian and provincial 

It is reported that the Government of Madras Hn 
not propose to participate in the working of the Central 
Government s scheme for the supply of standard <lr.tK 
from the mills in Upper India, o^n^L grS. Sat such 
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i\ Step amounts to competing with hand loom products 
and that they are evolving a plan for the production of 
such cloth in sulticieiu quantity thi-ough hand loom wea- 
vers. Closely connected with the supply of manufac- 
Uucd cloth is the problem of surj)lii8 cotton. The conti- 
nued low prices which the growers secured for their pro- 
diuv induced the Government to pass the Cotton Fund 
Ordinance w'hich di<l not bring in much good to the 
peasants. It is not known to what extent suevess has at- 
icnde<l the efforts of provincial governments in persuad- 
ing the ryots to change over cotton to foodstuffs. 

The Madras (Government through theii* Order is- 
sueil just an year hack, Inwond instructing the^ Prices 
Advisory Committees in the districts to (letermine faij* 
prill's of firewood and to publish them, did not choose to 
comf)el the dealers to bring down the rising prices. It 
may he suggested that det>ots of firewood and charionl 
are to he started and run hv the officers of the Forest De- 
partment in the important towns. 

Owing to the soiinrs of supply of kerosene Ix-ing cut 
off and due to (lie constant dcinnnd for oih the authorities 
have suecossfnllv inircwliired n scheme of price regulation 
by whii’h thev fix(*d up quotas to the three big distribut- 
ing firms in India. These latter sujjply to their regular 
agents definite quantities at Ps. 4 f>cr tin, while the 
agents In luin authoi ist* retailers to s<dl to the ptiblie at 
a higher rate. From the view|>oint of organisation and 
rationing the arrangement is well ihnught out. But it has 
to he remarked that the traders have fjeon resorting to 
the comlejunahlc prai tice of si'creting stocks and celling 
thorn private! V at prohibitive pru'cs. The Government 
sluiuki spare no pains to bring to l>ook such persons 
offeiulins against public policy, while at the same time, 
thev have to open more selling depots to help the people to 
(obtain their fixed supplies with less discomfort. 

It is emouraging to note that the Indian States be- 
ing impelled by common motives and aims are co-opera t- 
Ing with British Tiulia in the matter of economic controls 
also. The spirit of re<*iprocity animating them can be 
appreciateil from the Press note published towards the 
end of December last by the Government of H. E, H, the 
Nizam wherein it was explained that the intention of 
price control is not and should not be that every Indian 
Province or State should (-onserve for itself all its pro- 
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duce and refuse to suuply it to others, and that it is es- 
seutial to have a uniform price control policy for* the 
country, as far as possible, though this would mean de- 
tailed planning. 

If the Uovernment itself undertakes, within certain 
limits, the conduct of productive enterprises, benefits 
will accrue to the nation sm a whole. Industrial or ag- 
ricultural expansion incidental to and moulded by general 
social giowth and euvircmmental facilities is the basic 
fact aI>out economic change or evolution Ea'iiomic life 
or the economic element in s(H*inl life might well be pas- 
sive and adaptive and therefore, in itself, essentially 
stable though I'cality is full of discontinuous change. 
The war has ciiforc-e<l a goml deal of co-operation owing 
to the necessity of Government to deal with producers as 
a group in their r-espective spheres of activity. Public 
control has to be applied in some large instances in na- 
tional interest « and moi^c so. during critical times as the 
present. The (*01 la Iki rat ion and nuitua) liwlersliip of 
friendly nations as a war-ncMX‘ssity exemplified for in- 
stance, through the working of the Eastern Group C Con- 
ference, loase-lend arrangement and the like promise to 
sei've as the Iwsis for more beneficial and scientific co- 
nperatifui on a wider scale in future, Wc in India are 
beginning to learn what privations of war mean, and 
economic control is inscf)arable fioni the general conduct 
or results of war. Out of the exf>erience of the lempor* 
ajy measures there should emerge |)osflibilities and prac- 
ticabilities of more |H*rmanent reconstruction. The 
measures to be thought of would l>e vigoious action 
against economic storms following the war, setting uij 
machinery for preventing economic chaos, giving secuia- 
ty to the |>eople against dcpi'ession, enhancing economic 
peace between nations, etc. In a subdued light this idea 
18 reflected in the recent plan of Sir William Bevei'idge. 
'In the midst of a global war, this scheme on social insur- 
ance and allied services embracing in scope of persons 
and needs grapples with the |>ost-war world relating the 
existing British social institutions to the difficult piob- 
lems to wme. Planning is part of war effoit and the 
decisions that are made bv governments and busine»ss 
cntei'prises will determine the pattern of life of the peo- 
ple at the close of the war. In OVeat Britain and V. S, 
A. scores of private and public organisations arc studying 
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the problem from its three-fold aspect — domestic, inter- 
cinpire and iiitcriiatioiial. liulia too has to follow suit 
in order to facilitate transition of the economic system 
from one based tm a war fmtiug to one resting on peace, 
without causing dangerous slump in the level of industri- 
al output, iiK'oines, prices and employment, and assuring, 
at the same time, a decvul standard of comfort to her 
people. Ill order (o increase the total volume of nation- 
al piHMluction. agriculture has to l>e carried on scientific 
lincK, industries require to l»e developed, technological 
progress must lie achieveil anti trade has to be expanded. 
All this implies energetic planning. Meanwhile, the 
country has to experience sunering, economic or other- 
wise; and the supreme test of the |>eople will their 
willingness to aid the war effort of which submission or 
(,'0-operation with economic control is but one aspect. 
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V, R. K. Tilak, M.A., 

Research FelloiVy Andhra University. 

Now that the war “is more influenced by the science 
of economics than by the art of strategy tKe successful 
f>rosecution of the war rests upon the part played by the 
economic controls that are put into effect during the war 
time. The object of such controls is to mriximise the eco- 
nomic effort of the community for the war and to keep the 
real cost of the war at its minimum limit. Controls in 
war time have assumed various forms and the most import- 
ant aspect of them is the control of inflation, i.c,, a state 
where a rise in prices exceeds rise in costs, leading to 
abnormal proflts. 

The measures of price control are not of n recent 
origin. Even in the time of the French Revolution, 
control of prices and movement of grains was introduced 
in order to check the evil effects of the issue of the 
‘Assignants.[ The French used to refer to the ‘taxe’ of 
the commodities by which they meant the regulation of 
the priw of the commodity,* It is to be founa that price 
regulation is much easier at present than in 1789 in France 
or even in 1914 in Great Britain because of the evolution 
of the machinery of public regulation in modern times. 

I 

Now, let us consider the case of Indian price level 
during the present war, and the control measures that the 
Government have introduced so far. 

Ever since the war has been declared, the price index 
has been rising fairly thou^ not at a steady and uniform 
rate. This has b^n evidenced by the Calcutta price index 
which reached 345 in August, '43 (August '39 base.) 
There^ was also an increase in active note-circulation by 
this time; but prices have risen to such high limits, not as 

‘Crowiher: Ways and Means of War. 

• Harris : Assignants. 
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•I result of the increase in the volume of currency, but 
i)ec'aiise of the shortage of goods either due to absence of 
imports or due to jiersistent demand, the increased employ- 
ment. increased transport casts, and higher salanes and 
wage-bills in war-time indiistnes, and the speculative and 
Krofiteering activities of traders and middlemen. There 
are some special reasons which led to an abnormal increase 
in the price level in India, namely, the large purchases 
made bv the Government of India ihroiigh the SuppK 
Department and other agencies at high prices, the lack of 
-ideauatc transport facilities and the resultant defective 
dislr bution. and the failure of the provincial governments 
to regulate the prices. Thus the increase in prices in 
India IS more pronounced tbaii in oilier countries li 
United Kingdom. South Africa, { anada and the ^ ^ 
c innS Stn the policy of iron rationing ari.l cfTeclive 
vherfthe rise is Umite.l. while Germatiy reports lilllc 
nice control. Of course. China is the worst sufferer in 

the matter of high prices. 

Besides observing the general in«-rease 
another important feature imisl lie noted, iiaincly, tlint all 
Driccs do not move at umfortn vales. Imt that tlie rate, of 
chance is extremelv unequal from commodity to commodity 
and from group to groui>, depending on their comlitions 
of siipidv imd demand. The following labl<* reveals that 
there is a wide disparity la-tween the rise in jinces of 
Industrial products and that of raw materials and lood- 
HtuffS. 

INDEX Nt'MBl'IlS WHOI.FSALK rRfON IN <*ALCVTTA HV (iROUW 
OF ARTia.F-S <PRICF.< IN ]Vl\. 




1939 Aiigua -M W 

1940 o . 9® 

1941 M • n9 145 225 

1942 July .. 220 197 

19*2 Dertmber 250 231 293 

1943 Auguii ... >72 355 lOA 

• Commerce. i6lh October, 1943- 
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II 

Broadly speaking, tlie objects of price control in any 
count I' y are to prevent speculative rise in prices and pro- 
fiteering, to prevent the cost of living from rising abnor- 
mally and leading to a demand for rise in wages, etc., and 
to kee}) down the inonev east of the war for the govern- 
ment. In order to examine tlie measures of price control 
in trod need in our country, it must be realised that the 
application of such control need not l>e uniform in respect 
of all commodities, but that it should do))end on the 
peculiar conditions of each group. Foi* instance, while 
pjoduction is somewhat inelastic and prices are elastic in 
tlii* case of «agricultural commodities, prices are inelastic 
and Tuodiicfion is elastic in respect of manufacturing 
articles. Thus the problem must be considered in its 
different aspects, i.o., to allow certain prices to rise up to 
a limited extent and to conlr<j| certain oOier prices, though 
nil prices have to l)e control letl at some point or othcj'. 
Accordingly, there is some cliscrimination in favour of 
agrieultiiral prices in India, The Price Advisory Com- 
mittee points out that the ryot is seldom in a position to 
imitate the rise in prices which starts in the market, that 
Agriculture must ha compensated for the loss it had 
sustained in the period of depression, and that a rise in 
Hiich prices will result in llic increasing prosperity of the 
rural population, which will favourably react on the agi i- 
cultunst's willingness to respond to the ‘‘Grow More 
Food*’ campaign. 

To see that this rise in agricultural prices is actually 
benefiting the poor farmer, who cannot wait and stock his 
grain, but hastens to sell at a very low pric‘e what 
ho has, the Government imisi onsnro a level of farm 
prices as it has been done in TT.S.A, For this puriiose, 
grain purchase offices must 1)0 set ui> at every taluk, and 
the government must iiurchnse directly from the jieasant, 
without allowing the undue interference of the middleman 
or broker, who profiteers by exploiting the ignorance of 
the rural masses. Co-operative sales societies may he 
organised in order to achieve the same purpose. Such 
mechanism may also help the government when lationirig 
of foodstuffs has to be worked out. For the present, this 
opportunity of allowing a considerable increase in 
cultural prices may be taken by the government in order 
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lo propagate among the rural population to wipe off agri- 
cultural iiulebtecliiess as much as possible. 

Ill 

Next, turning to the actual control measures which 
have been enforced with a view to keeping down the prices 
of certain articles, maximum prices (wholesale and retail) 
have boon fixed in the case of some important articles like 
matches, paper, shellac, sugar, kerosene oil and motor 
spirit. Tnc government have set up Price Advisory 
comniiftoos whose main function is to check profiteering 
and to IvWp the retailer’s profits within limits by steady- 
ing bazar prices. But the (government have themselves 
rc< rived many complaints fr<»m the public regarding the 
innmncrabh* lilack-mnrkct )>rncliccs, and that the articles 
arc not sohl even at the maximum prices fixed. Instead 
of soriouslv trving to rectify the evil practices, they give 
clearnoss allowance to the government employees. Though 
it may tempo rnrilv come lo the rcsone of the government 
cmplovees in meeting the rise in (i rices, such a policy 
results in a virions circle of higher <'<)sts of ]>roductioni 
higher prit os. higher cfwl of living anti still higher wages. 
S^r a p>>licv of giving tlcarnt'ss alnAvance has nothing but 
a poor ] wychological value. 

Besities fixing maximum prices in certain cases, 
(tmsniners’ ralirming has also been introduced. The 
jiurpose of rationing, according to A. (^ Pigou is 
conserve suffu ient snpjdies of some imi>ortant commodity 
for poor persons as against hettcr-to-do persons, who 
would otherwise force up the price and take nearly ah 
that there is.”* i.e.. to pixivent chaos in distribution of an 
article. But its function is of a more extensive nature^ 
As J. J. Polak writes. "Rationing is not only a means of 
<listributing a few particxilar commodities. Init it consti- 
tutes an dement of war-time price poliev.”' Broadly 
speaking, fixing maximum jirices involves rationing, 
l)ecause jiriee fixation Iwlow the ccpii librium point of supply 
and dem<and creates shortages, generally at places away 
from the sources of supply, which sooner or later involves 
rationing. But does rationing avoid the need of price 

♦ A. C. Pigou : Thr Polificot Pcoiwiny o/ iVor. 

* J, J. Polak; " Ralioning of Purchasing Power to Restrict Con* 
sumption,” Economica, August, i04f- 
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control? In theory, it may avoid the need, in case all tho 
niembers of the community were to eat at the same table, 
as m a communist society. lJut in practice, price control 
and rationing work l)est together. Unfortunately in 
India, rationing cannot \ye enforced on a wide scale, 
because in countries where food suj>|)lics arc mainly home- 
grown the cnfoicoment of rationing and price control is 
more dilTicult than in most of the raw niaterials for 
consumers’ goods are imported. Again India is a vast 
country where there aie articles of niunv varieties and 
grades, where there is no standardisation either in jjrod ac- 
tion or consumj)tion, and where trade is not well -organised. 
In spite of these limitations, rationing jms to l^e introduced 
in ${>ecial cases. 

Consumers* rationing is of dilVeivnt kinds, Imi in 
India only two of them are in practice. The most cojnjdcte 
form of rationing is 'Quantity rationing* wliicli is enforced 
in the case of petrol. Ileing an imported article am) a 
product of standardised kind, the atlminislration of 
control in the case of i>etrol is easy, and it is less harmful 
here than in U.S.A. where there is more dependence on 
the private car. Of course, there is the difliculty with 
regard to the responsibility of preventing the leakage of 
coupons to hands not intended. The second form of 
rationing is the ‘Queue* system, which is being i)raclised 
in the case of kerosene. No doubt, supply of kerosene has 
^en greatly restricted; but there is almost a battle of 
kerosci^e ui tlic baizur, and the difficulty of this system is 
that this does not lead to c^juitable distribution, unless the 
authorities investigate the way in which it is lieing doled 
out to the small consumer and find adequate substitutes. 

IV 

So far, the price control confci*cnce met as many as 
SIX times, but nothing hag been done to put down black- 
markets, and to bring about an efficient control of supply 
of the commodities and their distribution. 

An integrated programme of price-control, rationing 
and restriction of consumers’ |>u re hasing power must be 
built together in order to avert inflation. Black-market 
practices can be avoided if the government by themselves 
will set up government de|>ot8 and co-cneratiye agencies 
where articles at controlled price are made available. The 
fixation of prices must be extended to almost all the 
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turvsaams of life, ;ind i*s|K;ciaUy in the ca$e of the substi- 
intes of all articles which have nl ready conic under control. 
Now methods of rationing like ‘Point System of rationing’ 
ns applied in the case of clothing in Great Britain may be 
introduced: and hoarding. stocKing for resale, etc., can 
ho checked hv more elTcclive nicas 111*08 of rationing, 
riiiinately. purchasing power itsedf must be restricted to 
ru( down consunipiimi. Wduntary borrowing and addi- 
ti<mal direct t a sal ion haw licen enforced in order to tap 
(he resources of the rich and the upper middle class. But 
the main prohlcin is how lo restrict the [>urchasing [>ower 
nf the lower middle i'la» and the pmn*, *'>(/ , wage- 
I'amers and agvicullnrists. Two <liflorent methods have 
heon suggested to achieve this purpose. Firstly, a j>lan 
oi tlefcrred payment, according to which a part of the 
income of wage-earners is dci! acted at the source, which 
will he credited to the lahoiircrs in the form of a hlocUed 
savings maonnt, to l>e unhiot'ked after the war. Tho 
main diflicidly wiili regard to this plan ariw^s in convinc- 
ing the wage-earnm iliai such rfaiipulsorv ilefernicnt is in 
lieu of ta\e>. h.spcs ially in an undeveloped economy like 
«mrs. where there is rml even a sclieme like working-class 
hi.suraiKe, i'ompul>r»rv coni rihiil ion is very cUflicult of 
enforfemeiii . Secomllv. coiisuinf>tion taxation has been 
snggestcil as a j mien I weaimn. But here the cumulative 
etfect of laxc.s like I lie general sales tax will lead to an 
ineieas<* in priee hv more (ha 11 the amount of the tax, 
whidi resiilU in <letiiaml f<ir sliil higher wages. Besides, 
in our enuntrv. es|MM*iallv when prices have risen to high 
limits, nnv taxation ln*aring on (*onsumf>tion will have 
adverse psyi*hoh»gical reaelifm, loading to discontent on 
the part of the consuming public, Tlic defects of these 
two methods t'an Iv overcome, if both consumption taxa- 
tion and a svslcm of deferred payment ai-e combined into 
one. A sales lax on some necessities, of a particular 
amount can he collected and credited to every registered 
customer, to be released after the war. Since the tax is 
collected not at the sourc*e of income, but from out of 
expenditure, there is not much subjective burden in such 
compulsorv payment. And because it is a deferred pay- 
ment, naturally, every customer registers himself without 
much inducement, if the purchaser does not register 
himself or if he buys from dealers who are not given license 
by the govemmenl, the sales tax will be an outright tax. 
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If this system is applied in the case of all important 
articles, it will be efiective in controlling prices, in ral inn- 
ing certain commodities and in contributing to the finances 
of the wav; thus it serves as an anti-inflationary nicaanre 
during the war, besides working as an anti-deflntioiiary 
measure in the post-war period, when a part of the 
purchasing power which is restricted during war will be 
released. 
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NEED FOR WAR TIME CONTROL OF 
FOOD STUFFS IN INDIA 


BY 

Sh. Ata Ullah. 

Department of Economicsiy Muslim Vnii'ersiiy^ AHgdrli. 

All nre (-ombaiants in a modern war. The soldier at 
tho fnmt kills and is lieing killed just as ever but the 
t'iviliau at home fares much worse now. The civilian 
[M)])!! la lion iJot only faces the fullest fury of the enemy in 
I he f(»rm of aerial lK>ml)ardmeiit under which it groans 
ninl smarts but war subjects the non-combatants to incou* 
irivahle sufferings and disasters and distresses of a v»>t 
and varied character. The enemy stacks to create contu- 
sion in its ranks and to break its morale for it is the 
i ivilinn |M)|>ulation that m'IuIs anrl rnaimains huge armies 
in th<' fiehl. Any flisruplirm of the Home Front brings 
about a (<»lla|»se of armed resistatlce, ftn*. a mn<lern war 
involving as ii chH^sn slii|»eud*»ns confliet of arms is fiinda- 
?iieulally a race for sii|>|)lii>s which delerinines the (ieiieral s 
direction of war and the soltlicr’s fate on the battle-field. 

Nations at war must, therefore, look upon the Home 
Front as the real war base. Great, no doubt, as ever js 
the part that military strategy and the morale of the sol- 
dier must play in determining the fate of war we mtist 
never lose sight of the fact that a modern war is funda- 
menlallv a war of the pe<»ple. The farmer behind his 
plough, the miner undergnmn^l. the factory hand at 
ma<*hine. even the shephenl and the silk- worm breeder 
all constitute the real sinews of war, Tn fart the entire 
civilian population is very much in the war and is busy 
e facing itself or the enemy . 

It is, therefore, of the utmost imj>ortanre that nations 
at war must give the highest possible attention to the uni- 
fication and consolidation of the Home Front. 

Rise in pricef: and necesjfity for control. 

Due to a variety of causes prices of a large number of 
commodities go up during a war. Prices in fact not only 
rise hut soar and snoot up. As incomes of all classes either 
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do not rise at all, or the rise if any, is not in proportion to 
the rise in prices people ai'e subjected to hardships in 
varying degrees. (But war though an ill-wind blows 
colossal good to certain sections.', To sojue it brings an 
immensely rich harvest of profits, to some it blows un- 
dreamtof wind-falls and to the unscrupulous it affords an 
opportunity for huge ill-gotten gains. In India as else- 
where the prices of a large number of commodities have 
j'egistered a l ise of 50, 100, 200, 1000 and in some cases of 
even 5000 per cent, over the prewar level. Such a rise in 
prices is in most cases uttei-ly unwuj anted by the condi- 
tions of supply and demand. 'Such a phenomenal rise in 
prices can be attributed entirely to the unbridled activi- 
ties of the speculator stockist-moiio|>olist combinations nnd 
their limitless rapacity. > 

Man, no doubt, does not live by bread alone I)ut if be 
is to live at all and live in peace and to maintain his ef- 
ficiency he must get his due share of bread witliout vnu- 
cern. Any Governnicnt which fails to reasonably feed aiul 
clothe and to provide other fundamental physi(*a[ needs 
of the civilian population will soon find its armies starving 
in and stampeding ivom the battle-field. 

India produces immen.se quantities of foodstuffs and 
we have had bumper harvests this year. In spile of in- 
crease in demands for military and export purpoj'os llie 
position in regard to the prevailing scarcity j> rices and 
disappearance of stot'ks is absolutely unintelllgible. 

Wkent Price Control and its tvorking. 

Price control over wheat was introduced only after 
mattera had been allowed to drift for themsidves foj’ a con- 
siderable time. The price of wheat at ihe commencement 
of the season this year was fixed at Rs. 5 per maund with 
an express assurance that the rate shall remain unaltered 
throughout the year. As the control pi ice had for all 
practical purposes no reference to the qualities and grades 
of wheat the first achievement of the control was to di ive 
superior-quality wheat out of the market which was cap- 
tured by an extra-inferior quality of wheat. Gtjod quality 
wheat was, it is evident, purposely and wilfully dep’adcd 
in quality through an unwholesome mixture of barlev, 
mustard, peas and a variety of inferior grain and abnormal- 
ly liberal qualities of dirt into the bargain. The adulterja- 
tion was carried on to a criminal extent and placed the 
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honest prodiK'er of lx*tter quality wheat in a position of 

hopeless disiui vantage. , . , . 

Well-to-do tt>nsiiiners in cities who had undergone 
))itter experienres in si^curing supplies of wheat made a 
rusli on the market as soon as the supplies began to come 
in. Thev aeeunmlate<l stoeks. it is feared, above their 
normal annual requirements, no doubt, prompted to a 
eerlain extent by a falst* alarm of an impending invasion 

of tlie <*0111)117. , . 1 * 

At anv rate I he dilficullies oxperienecd during the past 
vear created strong rea< ‘lions and caru were emptied ot 
I heir loads in sneh iiiisi^emlv lunate as bred confusion and 
gnive anxietv as io the future sujiply of foodstuffs. 
mil fusion and anxietv were Isitli alarming _,j 

Tile lorn ilea lers who were busy purchasing ana 
sLoi king wheal hehioil to spread the confusion and al<y m 
)K»ih 111 iheir immeiliale and ultimate ad van age. < 

..f wlu.nt XV, -r. iK.ught whok-snle nu es 

tin. imiiiiri|.al limits of towns i'’ , 'tI.p more 

,loxviis .Ixv.-llings awny from lu- markets, 
ami wealthier <mrn..lealers ‘>'>'><1 
shifhl in In-ing out of the reach of (he shot ami stoied 
wheal in villages when- it was |,to<lm'iHl ami iiunhaseJ^ 
It is fstiinatetl that for a vaiu-tv of reasmis the quantities 
nf wheat brought to ami soM in the markets by ihe grows' 
were this vear consiclerahlv lower than m a number pre 
vie, us vears. For fiilin-C gui,iaiK;e this should 
tnineii hv making special em|nincs xvhich should as wen 

look for the causes of such a liehaviour. 

This artificial scarcity of suiiphes created bv tne 
growers or dealers or l«th gave the average citiMii a 
^ore-taste of future warcitv and in his confusion and dia 
tress in spit,- of the contiml, the tonsumer was flff'ed ^ 
the ,'orn-<!e.aler. The contml prices were openly ais- 

‘ Mililarv purchases ’ and ‘ war exporU 

fully exploited hv the corn-,lealer who with 

in front of his shop tricked the customers by declaring 

that his stocks had already been sold out. 

The Stockist. 

The stockist is the source of all trouble. Is he the 
corn-grower in the village or the corn-dealer in the city , 
A section of the people would have us believe that tnis 
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time it is the grower who has displayed rare business 
ability arid foresight in withholding considerable stocks 
of wheat. For those of us who still hold that the Punjab, 
the proud granary of the East, is <a land of peasant pro- 
prietors steeped in debt and hard pressed by their obliga- 
tion to dispose of their produce at the commencement of 
the harvest season, it will he difticult to accept this view. 
But the possibility of the cultivators, not to sptsak of the 
landlords in the Canal Colonies, having hoarded a portion 
of their produce, howsoever small, cannot be entirely ruled 
out. The grower could afford to hoard <ir withhold wheat 
from the market if he so desiiv<l because : (0 At the control 
prices which were at least 75 per cent. al)Ove the usual 
pre-war rates he could at the commencement of the season 
raise enough money to meet his pressing obli^^ntitms by 
the sale of only a portion of his pi-oduce. {n) Hise in 
prices of all agricultural pn>diuv had brought con- 
siderable additions to his inioine. (///) Large scale re- 
cruitments to the army had set in a steady flow of money 
to rural areas, (it>) Last year’s experiences had left him 
wiser. He felt wheat would 1)6 difficult to swure for his 
needs once he sold out his stocks. (©) The growej 
anticipated a rise in prices in spite of the control and if 
otherwise free to do so he resorted to hoarding, (ri) Silly 
runjours of all kinds reached villages, magnified a thousand 
times and produced strange reactions. The tenants in 
the United Provinces, it is said, were made to believe 
that paying of rent to the I, and lords was useless as 
Japanese administration which it was feai'ed would soon 
be set up in India, would require them to make payments 
over again, (tjfi) The grower who had a surplus abfjvc his 
immeaiatc needs was reluctant to part with his wheat for 
currency notes which have no intrinsic value and the 
vicissitudes of war in the East had shaken the confidence of 
the layman in the future of his country. Wheat is better 
to hoard than paper. ' 

The Vom-Omler$. 

Some of the corn-dealers in cities had theii mis 
ffi vines. They apprehended that large stocks if accumu- 
lated may provoke requisition by the Government and su )- 
ject them to loss. Some of them, however, sure of mak- 
ing hay while the sun shines, brought and stocked w 
not only in cities but in distant and safer places in villages 
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where chances of ‘raids* were the remotest. The big 
corn -dealer realizing how slow the administrative machin- 
ery in this country moves and how sucressfully its operation 
can be blocked and filial ly how insignificant is the penalty 
in comparison to the grains expected l>egan piling up 
stocks in anticif)ation of colossal grains which he has by 
now reaped in plenty. 

Hhivk Markets. 

C’ontro! as if Iiy a magic touch drives coinmmodities 
undeiground. Wheat is to Iw had but not at the (“ontrol 
price. In the ImjHudal city of Delhi where a l)oy after a 
two < lays' search for atta burst into tears and sobs and 
submitted that he and his mother had been starving for two 
days, the well-to-do |)urcbaser in the darkness of night 
imvs his requirements at prices ilu-ee or four times higher 
than ihe eontrol rate. In all transactions the eash-mem(> 
tallies with the c-oriti-ol rale but the fnirchaser s ilepleted 
purse ami hewildeml Uioks tell a different tale. Alfa 
that soils in cities at prices <i)nsi<lerably higher than the 
control rate is an a)*orinnahle inistiire of dust ami clieapei 
grain of i^vcia’ coiiceivahle variety. \\ Idle such an att(i 
will in due enujsc bring its own harvest of disease the 
su))p)y of even sm li a eoiinnodiiv is a problem tliat baffles a 
satislactoiv solution. 

Control is a nim'kerv. It has defeatnl its own pur- 
pose and is honoured more in hrea<h than in observance. 
In spite of pressure of external ilemami for jnilitary pur- 
poses. the hum per harvests of the year parti<ularly Bajra 
and Maize, make ns ho|x* there is enough food in the 
<'Ountry to fml the |Kipulatioii. The ff) 0 (l stuffs have 
gone under groun< Is and the will to lu ing out such stocks 
is ahsolulelv lacking. Ilaira is selling at Rs. 8 per innund 
in spite of a harvest which in its wi'hness defies a parallel- 
Occasional raids bv even an inadequate and powerless 
agenew Provincial’ Pric'e (Vmtjx^l organization, unearth 
large stocks of wheat. A raid in Delhi was rewarded 
with two thousand bags of wheat, one in Sargodha re- 
claimed four thousand hags and one in Jaranwala enrich- 
ed the open market by twenty thousand bags which means 
some thing like half a lakh of maunds. 

The food situation is growing alarmingly serious 
and if the administration in spite of warnings from all big 
cities continues its policy of indifference the country will 



NEED FOR WAR TIME CONTROL 


335 


sooQ be in the grip of a disaster which is bound adversely 
to affect the peace and order in this country. Grain idots 
and food thefts must be taken as a shadow of coining 
events and it is in the interest of ail to adopt means to 
feed the country in peace and to restore confidence in the 
ability of the administration in this country, to cope witli 
new situations as they arise. Adaptability, speed and 
efficiency in solving civil and military problems tlmt arise 
is essential to the successful prosecution of war and civil 
problems may have to be treated on war basis. 

It is desirable that the conti’ol should not only <onti- 
nue but it must Ije made more comprechensive and really 
effective. The present half-hearted measure that we call 
‘ control ’ is in its operation an unmistakable index of 
administrative inability or unwilingness to honour deci- 
sions taken with a view of safeguarding the vital interests 
of the })opulation. Black -markets could be fore.seen in an 
ul-organi?.ed country of such huge dimensions as India. 
Rlack-markets have cl•ept in even in Englnml wbeve 
Government control is so comprehensive and where ade- 
quate and effective organizations have come into existence 
and where the average citizen displays a bettter rcaliza- 
tion of what is at stake. The tragedy of it all is that 
every day experienc-es of life do not leave us wiser. 

Ihe following are some of the suggestions for mak- 
ing price control effective 

1. ‘Speculation in all its forms covering the whole 
range of not only foodstuffs but the entire 
agricultural pi'oduce in general must he put 
an end to. 

2. The stockists must l)e treated as fifth-(oIum- 
nists. Stocking and profiteering in f<x>d- 
stuffs which amounts to underfeeding and 
starving the population is a crime liorder- 
ing upon murder and treason. In a nuinf>er 
of European countries stocking is punish- 
able with death. One ‘Chartered Acmint- 
ant,’ writing in the StaUaman has aptly 
portrayed the public feeling against such 
traitors in the following words: — *Tnst<*ad 
of condemning the boarders and speculators 
why not peremptorily issue a dwree that 
these human vultures will lie subjected to 
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crushing penalties plus immediate confisca- 
tion of all their stocks.” That is what 
must ix‘ (lone. The punishment meted 
out to devils of the Black Markets is too light 
to deter them fnmi playing their nefarious 
trade. But such an action requires public 
co-c)|>eration and a coi)JiH‘tent and adequate 
ageiicv which at pi'esont does not exist. 
Depehdenct* u|M)n overworked police, C.I.D. 
and magistracy will not ensure success. In 
every city and town there must come into 
exisiencc an agency with adequate powers 
and will to work, (‘onfiscate a few stocks 
ami award heavy punishments to a few 
stockists and the hoards shall be unloaded on 
the markets overnight. 

3. In providing foodstuffs to towns and regions 

which are not self*suffi('ient all avijilnhle 
means of lrans|>or( should Ik* co-ordlnnled 
ami transport of f<MHis(nffs should rank in 
urgency iHpial to the transport of troops for 
war. The failure of contml this year is in 
no mean measure due to the lack of transport 
fru’ilities real ar artificial. A big city with 
food shf>rtage should lie tix*ated as an eTi- 
circled armv which must receive its share of 
all sorts of supplies. 

4. The government, munieipalities, district 

I boards, co-operative societies and social 
servi«*e organizations must individually ana 
Rwerally attempt to provide within their 
sphere of influence grain to the consumer at 
control prices. Adequate supplies at control 
rates hy Government “or private voluntary 
agency is the surest guarantee of the succe^ 
of the control. But such agencies of distri- 
bution will bring their own problems which 
for their solution will need an army of honest 
God-fearing and patriotic citizens, which 
the country will provide in the required 
numbers. 

5. We have started at the wrong end and in ab- 
sence of data and adequate agency for the 
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success of control over whoiJt, wo ask I ho 
corn-dealer to soil at a partioular priu' witli- 
out ever caring to ascertain I ho ([uanlilv of 
his stock. With jwinit or wiilioiit pcn niil 
wheat has moved from one pruviiuv and 
place to another province and a not her phnv 
hut nol)ody has cared to follow it from the 
unloading railway sta.tion to the l)Iack- 
market in the same or in a neighbouring 
city. ^ 

Success of C'ontrol pi'ocesses depends uj)on the 
ability of the Government to have a thorough 
knowledge of and complete control over not 
only the praliiced entire quantity but also 
over the distribution of foodstuOs. (‘om- 
plete acquisition of supplies at the source 
and their equitable and speedy distril>ution 
is the only solution. But in this vast sub- 
continent of scattered and disorganized 
small cuUivatoi^ complete governmental 
control of supplies has its own peculiar 
difficulties and is a task apparently impos- 
sible of performance. The Government 
must, therefore, at the commencement of the 
harvest season of each food crop arrange for 
a record of all supplies brought and sold. 
Each village must have its own sale organi- 
zation committee which makes daily records 
of individual or collective stocks sold to 
corn -dealers or other urban purchasers 
either in the village or in the town market. 
Every transaction in s,mandi efTecting trans- 
fer of supplies must be re<orded. If 
need be only a few licenced coi'n-dealers 
may be allowed to purchase whole.«iale at 
fixed rates and be allowed to sell to other 
dealers. Clean daily accounts of all food- 
stuffs enterin'? and leaving the mond? must 
be inspected by a proper authority appoint- 
ed by the Government. 

Control Officers in towns must have local 
Advisory Committees representing all in- 
terests to help them in understanding and 
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solving problems as they arise. Sellers con- 
travening the provisions of control must 
not be allowed to ply their trade. 

8. Provincial (Jovernmonts must make purchases 
or atrept revenue in kind in order to sell 
supplies to the deficit pi*o\inces- Govern- 
ment imrehases must have the fullest publi- 
city in the aWnce of which exaggerated 
accounts help to ci'cate utterly wrong i nip res- 
sions- 


10 . 


II 


12 . 


In lug cities which imi)ort foodstuffs from 
different provinces rationing should be intro- 
timetl with a view to ismserving available 
supplies which should be liberally granted. 
Obtaining supplies in towns is at present a 
whole- time job. Ci-owds aA cheap depots 
struggling as if it were for their very lives 
ex< ite nf>t <uily the onlookers’ pity but his 
<'onlempt as well for tmr methotls and or- 
ganizing ability. 

The that sells in the cities must he examin- 
ed at everv sale shop aii<l adulteration in all 
its forms must lx* stopped. At to sellers are 
making gold out of dust. 

Printed control rales notices must be piomi' 
nenflv placed in every shop selling foodstuffs 
and hours for which shops must reitiaui 
o|)en should be specified. 


The central and provincial Fcxid Control Dc* 
part men Is must be organized and run on 
sound l)asis and the greatest possible care 
must be exercised in selecting personnel for 
them. lA*t all remember that food is tho 
foundation of civil defence. Give the sol- 
dier his ammunition and the civilian his food 
in plenty and victory will soon he ours. 

The grow more food campaign has not much 
advanc-ed beyond a text for academic oratory 
by a minister here and there, A few 
thousand acres in the Punjab have been, no 
doubt, brought under cultivation but 



NEED FOR WAR TIME CONTROL 


330 


throughout the country where mi II ions of 
aci^es are available for cultivation no appreci- 
able extension has come about. Indian agri- 
culture needs a i-evolution. The war has 
afforded an opportunity which if serious- 
ly availed off, will help to feed and clothe 
people beyond the borders of India. 

12. Lack of an All-India Policy has been responsible 

for a good deal of trouble. The food con- 
ti*oi organi?atir>n must c.vercise vigilance and 
imagination and must not f)e slow to take de- 
cision. It is estimated that lajge sUicks of 
wheat ill the Punjab are still being hoarded 
in the hope that control rau»8 shall be raised 
by the Government. 

13. Lack of coordination between the vaidous units 

of consumption helped to make confusiim 
worse confounded. Districts wanted to 
monopolise supplies above their requirements 
when neighbouring aieas weie in a state of 
siege. Each area must find out its re- 
quirements and should ask for no moj’e. 

14. The existing trade channels should he utilized 

with advantage as new and parallel agencies 
will be hard to set up on the required scale 



A I'Orin'KKNTH GF.NTl'RY EXPERIMENT IN 

PRICE CONTROL 


BY 

Bh. Ata Ullah. 

Dfiiniimntt oj Economics^ Lnicersity, Aligctvh. 

Alnud-Din the celebrated Khilji Sultan ascended the 
(hionc in October, P29G, and passed away in January, 1316. 
His experiment in price control well over six centuries ago 
tnnv be studied and followed with advantage even now, 
Ziihid-Din Burni has left us an exhaustive account of the 
iTinilalions and measures relating to price control but as 
was to be expected details of o|>erations and basis of price 
(lolcrminneion have not l)ecn n^corded. . , , , 

Tbc im essant inroads of the Mnngols weighed heavi y 
on Alam!-I)in*s mind for in them be saw a formidable 
rhaMorn'c to bis power. He irorganised and consolidated 
bis «iefeiu*es Imt was not sl(»w to realijc that veteran 
generals and impi-egnablc forts alone, in the face 
mg lm>ts, const lUitcil weak <lcfenccs and thus aftorded 
doublfui protection. He recognised the moral strength ot 
iiieiubcrs and, thereforo, <lccidcd u|>on organising <an army 
tbc nicro numerical strength of which should ho staggering 
Sucli a huge and well ci|uipped army, as he contemplated 
to raise, naturally involved very high initial and mainten- 
ance charges. The Koval Treasury with all its gold and 
silver, it was calculated, would not suffice to support the 
army of his ambition for more than five years, the 
danger, then, being practically jierpctual needed a 

permanent remedy. . . 4 

• Alaml-I)in, after the manner of ('hangaizi ana 
Turkestan i Kings, thought of a permanent reduction in 

ibe i>ay of the army. But, on a consultation over the 

nucstion. the Kings* Councillors showed a better grasp 01 
the economic foundations of life. The Councillors respect- 
fully submitted that the Sultan’s object could only be 
achieved when all necessaries of life as well as equipment 
for war —horses and weapons — could be bad at reducea 
prices. In modern language the Sultan’s Councillors by 
increasing the purchasing power of money sought to aug- 

S4f) 
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ment real wages of the army. The Councillors submitted 
that with the cheapening of the necessaries of life any 
reduction in the pay of the army would provoke no 
discontent. 

The Councillors' suggestion met with the Royal 
approval and the Sultan instituted certain regulations 
which brought about a reduction in the prices of necessaries 
of life and this enabled him to create the army of his 
dreams. 


1. Prices of Foodstuffs 


The forces of supply and demand which constitute the 
economists' trusted stock in trade l)ecame subject to the 
Sultan's command. The Sultan pei'sonally Axed prices of 
all foodstuffs and the Delhi rates were in force tlirousdj- 
out the kingdom. The rates were as follows:— 

Wheat ... 7i JICaIk por mamid. 

Barley 4 

Gram ... 5 


Rica 

Mash 

Moth 


5 

5 

3 


It 


n 




>» •• 

!• 

it f 


The Jital was of a silver tankah and has been esti- 
mated to correspond in value to IJ farthing. The maund 
it has been estimated weighed slightly more than 28 lbs 
These estimates, however, for various reasons may not be 
accepted as final but the rates as given above are genuine. 
There never occurred the slightest variation in the control 
rates during the life time of the Sultan even when the 
monsoon failed for the stat« granaries held enormous stocks 
and easily made up all deficiency in produce. 


Control Recolatxons. 

The Sultan issued the following regulations for enforc- 
ing the control rates: 

Agency for Control. 

Malik Qabul was appointed Shahna-i-Mandi or 
Controller of Markets and he was charged with enforcing 
the control. The control rates were not to show tlie 
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slightest variation- He was granted a considerable Jagir 
and allowed a lar^e retinue of horse and foot as a mark 
of ])osition and inmience. 

A wise and experienced Assistant was placed at his 
disposal and the markets were well pro video with super- 
visois too. This implies the creation of an honest, well- 
pa i<l, relialile and adeejuate agency to enforce price control 

U . Sffitr { I m n a ries . 

Revenue from Crown lands in (he Doah was decreed 
to he icali/od in kind and the grain thus received was to be 
aeninndated in State Granaries. In the New C-ity and its 
flistrii ts (he Slate's shaiv amounting to one half of the 
prod me was <n’deivd to f>e realized in Kind and was to be 
st<H'kod at the granaries of Jhain and at other towns of 
the province. The grain thus collected was to be sold to 
the grain-dealers in ease of need. Huge stores of grain 
were (lins colleete<l in the eity and there was no (jiiarlcr 
of tlie ( itv whu'li harl not at least two or thrn' well -slocked 
gratiaries. Whenever, for wliatevcr reas(»n. the corn* 
dealers faile<l to bring to the market a^le^piate quantities 
of grain ilie Stale (Jra navies came (o (heir reseue and there 
never wa> a .'-fimlage of sujfplios in the market. The grain 
market thus never esperience<l a shortage and the control 
rates never registered even the .slightest variation. 

ffl. ,1 Morkfi/ l.irrnrfil fholfi'R. 

A large nninl)er of grain -dealers were forced to settle 
in the villages along the hank of the Jumna anrl were made 
to exeeiilo an agrmnent aet'cpling all control regulations 
concerning rates and siif»plie.s. This considerahlc army of 
grain-flealers assured such regular and adequate flow of 
sup])lics into the market that under normal conditions the 
State (iranaries had not to l)C tapjwl for supplies. 

/r. Rf'fjrttt'ntn A Cfime. 

Hoarding of grain for private sale and profit was 
prohibited by the State. The prohibition order was so 
rigidlv enforced under severe penalties that none of the 
fraternity of merchants, headmen in villages and shop- 
keepers in cities could store or sell on private account even 
half a maund of grain for benefit or profit- Unauthorised 
stocks of corn wherever found were confiscated and the 
stockists subjected to severe punishments. The Nawabs 
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and Officials of the Doab were directed to ])ut an end to 
regration on private account within their teri'itories. 
They were personally answerable to the throne if ever 
private stocks were discovered within their respectivo 
jurisdictions. 

V. Supp/ififf for Corn-Dealers. 

The officers of the State were directed to help ilie 
grain-dealers to buy corn at fixed prices from the culti- 
vators direct at the grain heap. The Sultan liad com- 
manded the State Officials of the territory within the 'two 
rivers’ to demand revenue from the cultivatoi's with that 
promptness and severity which would render the transfer 
of grain from the field to the grower’s home and its conse- 
quent regration a sheer impossibility. This enabled the 
corn-dealers to maintain a continuous flow of sii])[)lic8 to 
the market. The cultivators too as far as possilde 
personally brought supplies for sale in the market. 

VI. I'niimation Concei'ning the (Operation of (.*ontrol. 

The Sultan received from three independent sources 
the Controller, the Supervisors and the C.I.D. intimation 
concerning the operation of control and for any breach of 
control regulations the controller was held responsible. 

VII. Rationing during Scarcity. 

When a scarcity occurred the shop-keepers of every 
quarter were daily given quantities of grain enough to 
support the population they served. Half a maund was 
allowed for each purchaser in the market and likewise for 
such men of rank who owned no villages or land. The 
supervisors in the market were severely handled by the king 
if any purchaser failed to receive his appointed ration 
without inconvenience. 

II- Prices of Cloth 

A spacious market named the Serai Adi was specified 
as cloth market. The Sultan commanded that all cloth 
whether from the State Factories or brought by merchants 
from the city or outsiders must find its way for sale to 
Serai Adi where alone all transactions in cloth nuast take 
place. Buying and selling of cloth outside the cloth 



344 


SH. ATA ULLAH 


market was prohibited under severe punishments besides 
confiscation of stocks. 

Rates. 

I'ho rates of cloths of various descriptions were fixed 
for specified quantities and lengths as follows:— 

Delhi Silk ... ... 16 Taiikahs 

Inferior Silk ... ... 6 *• 

Mixed ailk and coUon ... 3 », 

Fine stripped cloth with 
redb>rder... ... 6 Jitals 

Rouffb stripped cloth ... 31 »* 

Red Nairouri for inside 
linuing ... ... 24 >/ 

Roufcb inside linning ... 12 .. 

Shareen Bafat Ist class ... S Tnnkahs 

Shareon Bafat 2nd cla.^... 3 

.Shsrren Bafat inferior ... 2 „ 

Salahat l^nc qualit}' ... 6 ,* 

Salahat ordinary quality... 4 ». 

Sslahat inferior ... 2 

Linen sheet ... ... 10 Jitals 

Hours of Business. 

Business in Serai Adi was transacted during staWd 
hours every day. The Serai Adi opened early m the 
morning and closed at the time of the first afternoon 
prayers. 

Rf'gist ration of Cloth Merchants. 

l*n(ler orders from the Sultan the names of all cloth 
merchants local and outsidej-s were to be registered witn 
the Dewan-i-Riyasat and the merchants were made to 
execute an agreement undertaking to bring 
quantities of a variety of cloth for sale annually m 
Adi. The merchants brought such an abundance ot clotn 
in the market that the products of the State Factories tea 
in demand. 
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^idvnnce to Cloth Mercluinta, 

The Sultan ordcveil an «'i(lvance (»!’ twenty lakhs of 
tankahs to well-known Mnllani merchaiils who wore given 
certain offices in the Market and wht» njidertof>k to su*i)|)ly 
requisite quantities of merchandise of every description 
for sale at the Serai Adi at fixed pvices. 

Permits for i^nrchuse of Precious Cloth, 

There was quite a lui^^e variety of pivcions vioili used 
by the nobles alone. Varieties of this tv|>e of cloth ijiclud- 
ed Tasbeeh, Tahraizee, Zarbuft. ZaVnigar, Kimkhab, 
Shustari, Hareeri, Cheeni. Bheruni and Devgari. The 
purchase of these precious varieties of cloth could only be 
made on the basis of a |jermit granted by the Controller of 
Markets who in granting such |)eriuitR took into considera- 
tjon the position and means <jf the fiurcbasers. 'Huk pre- 
caution was adopted with a view tr» IViisl rating iUc designs 
of merchants and jmriJiasers who (‘ould i-asilv sell in 
distant parts of the kiiigilojn at imu’h higlier prices such 
varieties of cloth bought at cxnitrol [»rices in the ('entral 
Market of the Kingdom. 

uitd Cattle. 

h or military and other purf?oses I here always existed 
u keen demand for horses and horse-dealers were well- 
known tor their rapacity. Horses were grade<l and pric'es 
were fixed in lelation to quantities within a grade. The 
tollowing scale of prices was fixed:— 


Horses of the Isi a'>slity 

100— 

120 Uiikah>>. 

'» •• >• Jiid .« ... 

80 - 

80 


M If »* 3r(2 1, ... 

.'50— 

70 


Ponies for non-military use 

10 - 

25 


Bullocks (for carryint; burden) ... 

4 - 

5 


Cows for milk 

3- 

4 


BuQalos for milk 

10— 

12 


Goats 

10— 

14 

Jitals. 


Horses for the army were purchased through Govern- 
ment agency. Hoi'se-dealei’s, capitalists and lookers were 
prohibited iroiu carrying on their reckless tiade and since 
the prospects of huge gains did not easily reconcile them 
F. w 
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to honouring the State r^ulation of their exploitation of 
the buyer and seller alike, they were prohibited from 
carrying on this business and some of them had even to be 
reported to and detained in distant fortresses. The Sultan 
every now ami then persona lly looked into such transac- 
titms and sunimoiied expert horse-brokers to satisfy 
himself tliat the Stale-regulations in regard to the classi- 
fication of horses and range of prices were being duly 
honoured. 

SUtres. 

Detailed regulations concerning llie purchase and sale 
of slaves were frame<l and enforced. The prices of slaves 
were fixed with due regard to their age, sex, experience 
and qualifications. As tlic slnvc-iaarltct stnMiis to liave 
been another source so highly exploited by the Keesahdars 
and the Drokers these functionaries of the slave-market 
were severely liandled hy the S(?itc like I heir counter parts 
ill the hoi-se market. 


I hf /•ttn/r li! i 'OHfloi. 

It is rccor<led that lonsi^lcriihlc dilficullies wore 
experienced in enforcing contnd I'egulations embracing 
conunodilies of practically cverv dcsi'ription. Ihit 
ilete nil i tied effort at eiifoiring I he regulat ions cmahlcd the 
State to fix and control prit’cs of romiiiodUlcH of all descrip- 
tions including loaves, sweets, vegetables, combs, needles* 
sugar-cane, fish and even bc'ctlc-ieaves. 


No merctf for offenders. 

The Sultan ruthlessly controlled the sharp practices 
of the shop-kee|>ers and sevcrly punished the use of short 
weights and faulty scales and measures. He would send 
his boy-servanls to buy things in the open market and in 
case the seller proved guilty of tricking the purchaser and 
giving short weights deficienev liad to be made good, 
let us ho|)e in case of hardened offenders only, by their 
own flesh. For dealing with normal cases of market 
offences special officers with powers to award severe 
punishments to offenders were appointed. 

This experiment in [iri^-e -control made oyer six 
centuries ago has its own lessons of great practical import- 
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ance for the war-time administration of any country to- 
day. The Sultan did raise the well-ecmippecl ai niy of his 
dreams which enabled him to fortify his kingdom against 
the Mangols in the North while he extended his dominions 
in the South. Historians tell us that the price-control 
measures ushered in an era of security for the crown and 
prosperity for the people. 



THE DEPOSITOR AND BANK MANAGEMENT 


BY 

Dr. M- H. GnpAi.. M.A., Vn.D. (Lono.) 

Thf> I iu'rfmifj/, 

Tlu* oh} 0 % { of this «*.<s4iy is lo |s)iiit mit nn important 
tlrfu^ioiuy iti nirroiil iKUikiii^ Ir^ishitinii and protiK^e and 
t(, st»gy;csi an out lino <if icfonn within llio existing capi- 
tal isti<^ striU'tiiro. 

At the onts4't, wo iiinsi roHJgrMso that, as compared 
with (Jthor kinds of Imsinoss. fianking has two distinct as- 
|)ocls which a IV often coiiHicting. I'irst of all, ijaiiking 
is a hiisinoRs, ij-.. a prolit'niakriigon(orpriso<‘f)ncerned with 
}»nrrt>wing at h»w rules and lending at higher ones. The 
other services of u I winker are of a snfisi diary natinx* which 
wo may igin»rr for run* present jMirj>osos. fn tins pro- 
cess r»f hr»rn»wiiig and lending tin* nanker largely risks 
olhei peopled nioiioy. The ftillnwilig slineiiioril indicates 
the |dm*e id* deposits and other forms of r;ipi(al in some of 
(hr leadiioj fwink-. ill India ;* 


.\nalv>i* of liahililies (Dwnoi>* and Ic'nders' (*af>itnl) 
( Figiiti’'^ in hikli .Mnl lor Ml3^) 



5 
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Pnrrc'ntn<re of 
liAbilities 

Total 


S, 

A 

*7! ’ 




• 

1 



/ ic " 

A 


'-i- 1 

A 

i 

Q 


A 

*A 

t 

^ t e s 

i 5 

£ 


^ ^ 

T ^ 

^5 t 

*A'a.Q2 

mm 

.a£ 

O w 
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'a 

V 

Punk of India ... 

inn 

m 82S 

me 

10-8 

42 

47 

Central Hank of 







54 

India 

ICH 

80 1311 

I7*il 

6*8 

38 

Pnnjah National 







18*7 

Uaiik 

314 

21 041 

131 

7*1 

74 

Allahabad Pank 

3o 

48 778 

vm 

7*2 

67 

25*7 

Pank of Pa rod a 

30 

25 :m 

40G 

?•? 

308 

52*9 

liacjk <if Mysore 

20 

26 112 

105 

10*4 

48*4 

36*2 

Indiiiu Bank 

12-7 

13 330 



7*2 

92*8 


The working c apital of any iiani; er.nsists of two dis- 
tinct items; first, the owners* c-afotnl made up of the sh«ire 


* Vide S. K. Muranjan: Modern /banking in /ndia, Ch. VI. 
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amount, the accumulated fund?* of various sorts, etc. This 
item, as evident from the foregoing statement, does not 
form an appreciable part of the c*aj>ital. in I’aci, it is 
more in the nature of the nucleus for starting the ciUkci n, 
and represents a claim to its pmfits. Secondly, there is 
\.\ie hn(Ier$ capital constituting the savings of ilic peojjlc, 
and comprising dejmsits of various ty\)es, of wiiich lixed 
deposits form I'eally the grvater proportion. Of the cur- 
rent deposits, a part comes umler this categoiA* the other 
part l)eing deposits ci-oate<( hy the Hanks themed ves on tlu* 
basis of the savings entrusted to their care, 'riuis, from 
the standpoint of the capital that is actually invested in 
the business, it is the lenders' or de/fOsyfors' capital that 
iH of greater importance. In .»ther words, the liauker 
deals largely in mhor r)eopIe s money and takes risks with 

I L « 


The second fnit more important aspect of (he banker's 
occupation is that he i.s (he pivot of iHcmomic advame and 
KtalMiay. So long ns capital is needed bv I nisi ness and 
Kucli capital must he Ixirrowed Ut a (oiisidcridilo extent, tlie 
hank hetonies the foundation of other eomrmiii* activity, 
nis necessitates a dilTerent consideralinii in Imnking 
tv. merely the earning of iirrdils but akso the 

e eieiit purveying of capital so as to promnic ifie ci^oiiomic 
a nil iiulustnal devciofmient of I he c-ountry. This t on* 
^^tjiules the fiindnmcntal rliffereme iM'twcen fianking and 
kind.s of iinderlnkings. Hanks form (he bed- 
rock of all other activity anrl thus <onsiitiite a ilistiiKi 
i^niity la the (sononiie sinnlure of society. 

. Often these two aspects, riz.. bank as a pro/it-making 
'mHines.s and bank as n srsial instiindon a<tiiig as (he 
(‘hannel for the pro|K*r dlstriluilion and i reation of capital, 
conflict, but the latter has always fxvn roeogidscd as of 
greater umsoqueme. Hanking legislation, control f)y a 
t entral Rank and similar measures attempt to rty'oncile 
JtTid regulate thew aspects. But something more is tieces- 
'^^>y, since the depositor whoso interests an* largely at stake 
ha.s no voice in determining (he risk his <‘apital is put to. 
ft is true that bank crises are often (he re.sult (d factors 
l»TonH the <onti'ol of a hank. r /f.. wars or general rlepres- 
«inna, but often, iiuleed, they ai-e traceable fo the unsafe 
loan policies of the Imnks themselves. The last (deaf 
neproHsion is ultimately cine U» such a risk taken fw the 
American banks. Thc*c‘oUapse of the Travancore Quiloo 
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and Nntinnnl Bnnk in India is to some extent the con- 
sKjiu'm o ol’ its unwise loan policy. The undue risk taken 
in siuh cases would not probably have been shouldered if 
the deiH)silojs, whose interests were involved more than 
those of the shareholders, had a voice in the management. 
No lion I it, the shareholders suffer in such cases both 
malcriallv and in reputation hut .such sufTering is largely 
ji part <if the game I her |)lay. Ihil the considerably grea- 
ter loss Ki the de|M)siiors and in s(K'iety in general is due tA 
no fault iif the (lef)ositoi*s. The i-oot cause Ile.s in their 
c\( hisioii frmn the contrcilling aiithnrily of the hank. 

U is this pi'ol»Iem ihni lias given rise to the <|uestion 
of social control and even so<iallsatioii of banks. The 
need ami value of such Mx ialisjilion rtp|>ears ofivinos, ami 
the lemleTKV in nielli lime Uiwards iueivasing state in- 
U'l fereure is a recogiiilion ol ibis fact by a hesitant in- 
ilividualistic s<n iely wfiicli dare r>oi <ln what il ongbt tn. 

I am. Iiowe\er, csnKi*iiie<l now wilh an allernalive rcioviu 
fiom tho fle|>nsil<ir*s slaiidiH.ini. Il is iiirlerd strange 
that I lie de|>osiloi who has siuli vasi inlei<‘sis in the bank 
should have no voii e al all in I lie *lir«M'1orate cln idiiig how 
his moiiev i* li’Ul and to whom I his is niosi iinlair and 
flaiigeroiis. niifaii , bre aiiM* ilie |M*rs»»ii W'lic»s(* iiilcresls are 
Mllimalclv iiivolviMl igii..raiil of llie lisk, and ilaugeroijs 
in tbal file slmndiohlers can jday with rdhers* monev. Tl 
is. tberofoie. nei'essary that I he rle|>nsi(or should parti- 
ei|nilo in the <!ir<stiori (*f the Iwiiik's |V)licy. 

Of the two (llfTerpiU lypes of <le|K»sitnrs, riz.. tho|»e 
who fleiinsit in (hirrent Acsfuinl and those who depa^h rn 
Fixed, Thrift. Savings and other Accounts, the Jnniwr 
are in a more advanlageons position. Further giving them 
control results in practical dilfiinlly. For. their money 
is wdihdrawahle generally at any time on demand, and it 
is nuisilv for conveniemv. rather than as investment, that 
the current aci'onnis are opened. Thereioi'e. this clan's 
of depcksitors have not much c laim to participation »n con- 
trol. Ft is the holders of Fhfrl f)t>pof:if^ that really mat- 
ter and may he pmvided for in the first instance. This 
kind of deposit is not ordinarllv withdrawable before the 
term exiiire.s, and during that f)eriod, the lender has 
entrusted his money to another and thus risked it. 

If then, the fixed depositor is entitled to participa- 
tion in control, how to provide for it? The analysis of 
the banks’ capital given on a previous page indicating the 
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l>iepundoj aiKv of the depositor’s capital iiuiy suggest his 
lopresentutioii on the director ate in proportion to his in- 
teiests involved. This solution, allhongh apparently 
erjuituble, is not really feasible, Ijeemise the proportion of 
deposit to tlie owners’ capital varies in ililTerem years and 
with dinereut in.stitutioiio but. olivicmsly. Jrp resent a tinii 
cannot be peiiiiiUed to change with every such vai iatioii 
ui deiwsits and as Iwtween difl’erent banks. Otherwise, 
there would be confusion and instability- Mcavover, the 
(ixed depositors are iiaturallv not venturcsojiio enough, and 
liieir presence in the diivctorale is nmicd as a stabilis- 
mg lorce. C’on. sequent jy. a pre|xm(lerunce of the de- 
posit.;rs would kill altogether (he go-ahead Imsincss 
aspect of banking, /.r., i<x» static a pediev would he 

toilawcd Proportionate representation, llierefore is 
inadvisable. 

An alternative, Ixith fair to the (lerxisiiors and useful 

^Tk- ‘•""""''Hity. is .1 n-i,nsenO^. 

W would ensuir the iequire.l siMhiliiv without 

In o,Tf enterprising .,f ti,.. bank. 
tmrZi r,^ prevent opening of accounts merely for tlie 

directorate, « minimum uciinil 
of iko '***•« ^ qualification for (he exercise 

n The period of deposit need not 

I'i.rlo r "'"I depositors can exeicise tlicip 

igl t at every election. But all depositors, ii icspcclivc 
aiiiouni at stake, cannot have equal rigljts. .( 
nf*f. . of deimits may prescribed as the 

* OKKary qualification as a guard against spurious •*pcning 

in the case of shareholders, u 
^ijicniiou may be made necordintj to the amount of 
giving those with large clej)osits more v(»tes and 
tOus greater control. Finally it slioiild Ik* specified that 
aunng the tenure of a depositor as Director, ho slinuld con- 
tinue to hold a minimum prpfiertfwd 

If the prim'iple of representation of flepositois and 
the outline given above are ac<*eptecl, the details <imld he 
worked out easily. We might here paus<‘ to consider the 
probable effects of this reform. Of com-scs the par(i( if)a- 
tion of the depositor In management is })ound U) linve re- 
percussions on the Ijankirig system hut what e.vadlv (he 
consequences of such parti< ipation would be is diflicult to 
prophesy as the effeds. would depend u])on (he extent of 
control, the development of the banking system, the 
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jilti'iiiutive unities lor iiivcstiiieul, the scope for busi- 

nesses to approcKh tile leu tiers directly, ele. 

But a guess may lx* ba/arclecl. Obviously a more 
cautious and conservative loan policy will result. Even 
the most enterprising de|x>sitor will be less adventurous 
witii Ins fiwii money than would be a slun*ehol(ler with 
aiiotliei’s money; iinn’ccnor, as a class, depositors are bound 
to be less vonturesiune in their loan |)olicy. Not only, 
ihereforo, will t)ie amount of loans l>e less, at least in the 
beginning ot this system, but also the types of businesses 
linaiiced will lx* <lilTerent. Possibly, speculative enter- 
juises like < lea lings on (he stoek exchange might be hinder- 
ed. The eonsetjnemes of this more cautious ))olicy would 
naturally he a fall in the divideiKls to the sha]*eholdej*s both 
as a lesiili of the ch'positors ctmtiolling the <list) ibntion of 
(he |)roilts anci as a result of the natural fall in jirolits. 
rerltafjs. a part of the profits Jiiuv lx* <‘larnied hv the di*- 
positors theiMst'hes in tfie foi*m of l)onusi*s. Another 
likely eonse<(uenei' is tin* iii<*rease of deposits Unause the 
iiiereaseil powi'j ilie de|M»silors as well as the likely 
sliaring of the proliis may aet as an ineerilive to further 
saving ami may uUimately red nee interest rates. This 
factor mas cniuiterael umlrsirabh^ results of (h<* more 
cautions loan policy, ^'el anothei alTeet may he tin* re- 
duction in (Ik* loar». that aiegeiierallv ntlli/ed by the direc- 
tors themselves. It is well known ht»w the directors and 
tlieir friends often iKirrinv from the banks more than 18 
eitlior fair r»r safe ami tnnv the law liad In lecent times 
to limit siH'h util i /nation of the fntnls by llu* directors. 
This object the law is automat ien I ly realised under the 
reformetl majiageinent lnKause the depositors will act as 
a break any such prdicy, since thev are themselves 

not intereste<l in honowing their own funds and would 
not naturally allow any unreasonable exploitation by share- 
holder-directors. 

One undesirable eonsetinent'C, perhaps, is the con- 
flict in the directorate as a result of the dual control. The 
interests of the two sets of dii'ectors may not be identical 
and consequently a stalemate may result which might 
affect the prosperity of the bank and hinder its activities 
and utility as a financing institution. But such a pos- 
sibility of conflict nnd stalemate is present even to-day 
where parties among the directors are not unknown. 
Another objection to the scheme may be that a loan policy> 
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specially in India, where industrialisation is a crying need, 
where banks have so far followed a very conservative policy 
of financing iiulustrial developments and where a bold and 
venturesome lead is needed, would destroy all enterprise 
in the banks, thus considerably retarding industrial de- 
velopment. This is, however, only a partial truth since 
our economic development has been hindered by other 
causes than merely a conservative banking policy; and, 
further, a new tyyye of industrial finance than the con* 
version of the present eomiuercinl banks tu that purpose 
may be necessary. 

Anyway one great advantage of the scheme is tlie 
stability it will ensui'c to the banks which l>v itself would 
justify the experiment. 

Admitting that reform in banking legislation is 
necessary, the American system of <le|>osit- guarantee may 
1)0 offered as an alternative to the scheme explained alx>ve, 
but the inadequacy of this alternative to meet Tntlian con* 
ditions and to serve the purpose envisaged in this paper is 
pointed out below : 

Two methods of protecting depositors are found in 
U. S. A., mV. the holding of a |)ercentage minimum 
against deposit liability and the guarantee or insurance 
of deposits. The latter U peculiar to America and was 
introduced in two phases. The crisis of 1007 gave rise 
^ the State Guarantee System while the recent C/reat 
Depres.sion led to the Federal Guarantee System. There 
were many varieties of the State System but of tliem the 
Oklahoma and Kansas plans were noteworthy and con- 
sisted of a (jompulsory system of mutual guaranlee. By 
1938 these plans were as good as dead and were, therefore, 
replaced by the Federal System in w'hich there was a 
Federal Reserve Defxjsit Corporation owned hv the 
Gbvei'iinient, the Reseive Ranks and the Mernln'r Imnks. 
All racmliers of the Reserve S 3 'stem wei*e C'ompellerl to 
insure with this corporation which asse.sscd a .small per- 
centage of their deposit liabilities as premium. 

Since the success of the latter is yet to be tested we 
might consider why the State plans failed. To start with, 
the strheme was essentially a type of insurance largely 

* For the American Schemes vide WesterfieM r Princif'lct 

and Practice; Bruce Dobb: Guarantee of Bank Oef^tsits: and Bru<«* 
Dobb: *' Safeguarding the Depositor,” (/innds of the American Aea^ 
demy, January, 1934)- 
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compulsory and partly under political control, but without 
any kind of state guarantee. The nature of the risk, its 
control and its concentration were not provided for. 
The mushroom growth of banks under inexperienced and 
incompetent management and the lax administration of 
banking laws aided the failure of the scheme, finally, 
there was little of economic diversification to spread out 

the risks of lending. _ , , , 

Some of these defects are remedied by the Federal law 
which covers the whole country and secures a better 
diversification of economic activity and underwrite a 
better class of risks. But lioth in scope and in working 
it leaves much to he desired- As Bruce Robb puts it., 

** A blanket insurance thrown over all State banks may 
succeed for a time but vnlfss there ie a New Deal tn Stnte 
banh'no, period of great liquidation are almost sure to 
brine a concentration of loss that will shake such an in- 
surance enterprise to its foundation/’ Further, the 
scheme red'iu'es all banks to the same level and places a 
prcTuium on nnsouml hanking- It relnxos (be vigilanc^ 
of the banker an<l sweeps every type of risk within Jts fold 
aiul a one price poliev for<*es the good hank to subsidise 
the poor one. Apart from these drawbacks, the object 
<•( (he scheme was limited. It had the dual purjwse of 
f>rotPcting the depositor and giving greater stability to 
hank cre<lit. It was expected to restore confidence in the 
hanks, release hoarde<l money and expand credit. Thus 
it was primarily a Recovery measure. Moreover, the pian 
was interuled for a de<*entralised unit-hanking structure 
with highly advanced deposit banking and currency 
trail it ions. Ours is not banking of the unit-banking type 
and, further, the scheme is difficult of application to a 
partially co-ordinated and largely medi?eval system. 
Finally, while the insurance scheme protects the depositor. 
It is likely to encourage the hanks to follow a free and 
perhaps unwise loan policy, for a present check on banks 
taking further risks is the fear of their inability to make 
good the deposits. If the insurance corporation guaran- 
tees the amount, the check on the banks disappears. A 
reorientation of banking policy in social interests will ^ 
necessary and if social control is not yet desirable, the 
reform suggested above appears to be the next best. 


• A. A. A.. 1934— January, p. 60. 
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Travancore Umcersity, 

It is only in recent years that public attention in 
India has been bestowed on the need for regulating the 
ordered growth of our banking institutions. Though 
India had developed a banking system of adequate 
dimensions from very early times, her modern banking 
methods are essentially a product of the West. With the 
impact of the Revolutions m industry and commerce during 
the last century, her banking system had of necessity to 
keep pace witli the march of progress in other fields of 
economic activity, in order to meet the ever growing 
demands made upon it. The result is that the banking 
structure of the country to-day is a compound of both 
ancient and modern, indigenous and foreign systems. 
This has made the problem of regulation doubly 
dirticult. 

The need for regulation, however, has been felt not 
80 much in respect of our old indigenous system as the new 
joint-stock concerns which have sprung up all over the 
country. Upon the strength of these institutions, which 
pool together the scattered saving of the people and 
direct them to the scorched channds of our industry, trade 
and commerce, must ultimately depend the progress of our 
economic life. It is therefore imperative that their 
development should be watched and regulated on sound 
lines. But conditions in different parts of India vary 
greatly. While some provinces and States suffer from a 
paucity of banking institutions,' others suffer equally 
irom a plethora of them. To the latter category belongs 
the State of Travancore, which in this field, as in many 
others, has its lessons for the rest of India. 


' The Central Banking Enquiry CwnmUlce, 1931, repons that there 
is no joint-stock bank in the whole of Bikaner. 
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Growth of Joint-Stock Banking in Trarancore. 

Probablv no part of India can afford a better illustra- 
tion of the' evils of mushroom growth and unregulated 
competition in banking than the State of Travancore. 
As late as 1917, when the Travancore Companies Regula- 
tion of 109*2 M.E. was passed, there were only 4 joint- 
stock banks and one nidki in the State. But by 19'^. 
when the Banking Enquiry Committee reported, the 
position ha<l radically changed. There were 2G4 Banks 
‘•above a fifth of the mimber m the whole of British 
India Some of them had branches both in the Stato^ 
and outside. Of these, however, not one !md a paid up 
capital of five lakhs of rupees, and only five had ^an 

nriP lakh The maiority were small banks with a paid up 
caT.iUl i.f less than Rs. 10,000. the lowest minnni.m 
reaching down to Rs. 280 only. The re^rve fund was nil 
irinost^ases. The declared dividends of these companies 
o"teii based on unrealised profits, were sometimes as high 
as 20y and sehlom below 12%. There was a scramble 
for deposits at alluring rates of interest, ^ 

banks was out of all proportion to the growth < t the Unk 
ing habit. In the pursuit of profits, the new banks ofttn 
overtraded and built up a huge superstructure of ciedit 
on sle.uler foundations. The struetiire was top-heavy and 
rotten at the core. Tt eould not st^nd the ^ 

depression in the Thirties. A was inevitable, and 

it Came in 1938. when the apex bank, the amalgamated 
Travancore National and Qui on Bank Ltd., ^ Pv 

ui) capital of Rs. 2:1 lakhs and a net work of b'-am'bes 
tliroiighoiit South India, failed. This gave a rude shock 
to the confidence of the South Indian public in banks and 
banking in general. 

The 7 Vorkin(f of the Indian Comp/inies (Amendment) Act. 

i9se. 

• 

The amendments to the Indian Companies Act m 
1936 and 1937 were given effect to Travancore aswe^r 
by the passing of the Companies Regulation of 1114 
(1938). Sorne of the provisions of the n®* 
to banking C:ompanies have exercised a salutary effect o 
banking in Travancore. 

> The Trfftmncore Banking Enquiry CommUtee Report, 1930. 
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The golden rule that banks should confine themselves 
to strictly banking business as defined by Section 277 F of 
the new Act has compelled many of them to wind up. 
Most of the hanks in the State were conducting ('kitties. 
The Travancore Banking Enquiry ('omniittee, 1930, found 
that, of the 195 banks working, 166 or 85y^ were conduct- 
ing ('kitties. In fact many of them wore merely ('hit 
Funds, which took the guise of banks in order to attract 
deposits. When this essentially risky and non -banking 
business was tabooed, many of the banks wore forced to 
close down. The provisions insisting upon a minimum 
cash reserve, and a compulsory i‘eserve fund and the 
filing of monthly returns, have' also liit many of them 
hard. 

The compulsory minimum of Rs. 50,000 as jiaid iij) 
capital before commencing business (Sec. 277 I), enforced 
by the Amending Act. has successfully [>re vented more 
mushroom Banks being born. It is noteworthy that, 
while on an average 24 banks were registeied per year 
during the 12 years preceding the Act. not one has l)ccn 
registered during all the four years since the new Act was 
passed. 

The net result of the Amended Act has been to 
eliminate mushroom and fraudulent hanking coni))anies 
and to call a Halt to the rise of new lianks. The failure of 
the T.N*. & Q. Bank also accelerated the process of decline, 
120 banks have gone into liquidation since the passing of 
the Act. The following table showing the ])osition of 
hanks In 1038 and the close of 1942 throws into clear relief 
the change that has come about in the banking structure 
of the State. 


Year 


Total No. 
of 

Ban k« 


Banka with a paid up capitat of 

. lU. U r» lU. .'iO.OOO Below 

5 lakh« , ^ j 50^000 

it abovo 


\mS 248 2 6 

1942 U7 2 4 1C 


The process of elimination is still at work and many 
more banlcs are practically defunct. Only 11 out of the 
117 banks have declare dividends during the last 


year. 
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Proposals for an India Bank Act. 

The working of the Companies (Amendment) Act 
during the last six years has brought to light its many 
shortcomings and inadequacies. The failure of the 
T. N. & Q. Hank has further helped focus attention on 
the need for a fresh examination of the whole question of 
banking regulation. The Reserve Bank of India itself 
has come forward with certain * ‘Proposals for an Indian 
Hank Act’’ as early as 1939. Their draft bill, together 
with the explanatory memorandum, forms a weighty 
document, which raises issues of great importance for the 
future of banking in India. Certain aspects of these 
proposals alone can be touched upon here. 

It cannot be disputed that the primary objective of 
regulation should be ‘to safeguard the interests of me 
depositor so as to encourage him to save and to deposit his 
money with the hanks.’ This is particularly important in 
a country where capital is proverbially shy and fraudulent 
hanks are none too rare. But this over-riding considera- 
tion should not, however, be allowed to cloud other 
ohjuctives equally important, which regulation should seek 
to nchievc. Such for example is the necessity for promot- 
ing the r>r<iercd growth of banks both in numl«r and m 
strength, so that in the fulness of time our banking system 
will answer the growing needs of our industrial and 
commercial development- The safepiards provided for 
the security of the depositors should not be such as to 
hinder the business of banking by wooden restrictions, or 
discourage banking as an enterprise by impinging ^on 
the normal profits of promoters and shareholders. Ims 
aspect of the question seems to have been overlooked m 
some of the provisions of the draft bill. 

The definition of banking is a vexed problem. 
adopted by the Companies (Amendment) Act has admit- 
tedly led to difficulties of administration and given room 
for evasion- The Reserve Bank has proposed that bank- 
ing may be defined as meaning “the acceptan<^ of deposits 
on current account or otherwise subject to withdrawal by 
cheque.” Though this definition has the merit of ^ing 
‘clear cut/ it is not comprehensive enough*. The cheque 
system has not come into vogue so widely in India as m 
the West- Therefore, the proposal ‘to connect banking 
definitely with the issue of cWqnes' will in the present 
conditions of India leave out many institutions which are 
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in the true sense banks. Further, the new definition 
makes evasion by small banks easier still, by the simple 
expedient of dispensing with the use of cheques. Hence 
it is desirable to include other forms of withdrawal also 
and define banking as ‘*the business of accepting deposits 
on current account or otherwise, subject to witharawal by 
cheque, draft or order,” 

The further restrictions on the commencement of 
Imsiness. proposed in clause 7 of the draft bill, deserve 
attention. It has been found in the case of seveial un- 
sound banks, notably the T. N. & Q. Bank, that a net work 
of branches is more a source of weakness than of strength 
and that the owning of new branches is often in the 
nature of an S.O.S. lor more deposits. The larger the 
number of branches, the greater is the vulnerability of a 
bank and the need for liquid assets. The Reserve Bank's 
proposal to fix a separate minimum of paid up capital for 
each place of business, subject to a maximum oi Rs. 20 
lakhs is a very necessary corrective. Rut their suggestion 
to raise the minimum paid up capital for the commence- 
ment of business from Rs. 50,000 to I lakh is likely to have 
too deterrent an effect on the growth of new banks, 
especially in centres where there is no scope for the 
development of large banks, but a small one could serve a 
useful purpose. 

It is, nowever, in respect of liquid assets that the 
draft bill proposes important restrictions. It is notorious 
that many of the banks do not keep a fair proportion of 
their liabilities in liquid assets and that their reserve funds 
are often fully encumbered- Clause 11 of the draft bill 
makes it compulsory for every bank to keep a minimum 
reserve of 30% of their total time and demand liabilities 
in cash or unencumbered securities. This reserve is not to 
be used as a security even for advances by the Hesei vc 
Bank, unless an emergency is proved and the Hank Act is 
suspended. The obvious intention of this drastic measure 
is to prevent over-trading and the sacrifice of liquidity in 
the pursuit of high profits. Though this is in conformity 
with the best traditions of English Commercial Banking 
and the practice of the more solvent of the scheduled banks 
in India, it takes a different aspect when enforced by law 
under the threat of a penalty. It is likely to deter new 
banka from entering the field, and to cramp the activities 
of the existing banEs to such an extent as to drive many 
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of them ont of existence. It would be safer in the interests 
of banking as a business to attempt some other form of 
control . 

This raises the important question of the miniroum 
quan(imi of legislative interference in the working methods 
of hanks in general. That these methods cannot be safely 
left alone luis Iwcn abundantly proved by the adventurous 
undertakings and fraudulent practices of several banks 
whicli have brought themselves and the public to grief- 
KAcry ssound l>anking institution must maintain a proper 
proportion l)etween liquid and non-liquid assets, between 
lime and demand liabilities, and between working capital 
and rewrves. 'rhese proportions cannot l>e rigidly fixed. 
Tbov will Iluctusilc acctm<liug to the conditions of business. 
Legislation enn only I ouch the fringes of the problem of 
hanking ivgulalion. It can provide certain safeguards 
against the dc] »osit<M*s losing too much in case of fajlnrc. 
Thv more irnpt^rtant problem of preventing such fanures 
remains. 

'Idle staliilitv of hanks depends to a great extent on 
gooil immagcmcTit. Bank failures can only l>e averted by 
rc-r>nlci ini^ ilio working methods of many of the smaller 
liiiuks niHfsome of the bigger ones too. and exercising some 
coturol over their advances. A great responsibility rests 
witli tlu' Km*rvc Bank of India in this matter. It will 
have to take up the role not only of the friend and 
collcaimc, but also of the policeman, when occasion 
warrants. It can organise periodical inspections to get 
into lomdi with the working mcthotls of these hanks. It 

can kecf) an ex|>ert staff of advise* rs with a view to co- 
ordinate their policies and methods. The vastness of the 
(ountrv and the iniiltitudinoiiH character of these banks, 
I)ig an<l small, will uTuloiii)tedly present great difficiiiti^j 
But a certain amount of decentralisation of contrm win 
have to be effected. The smaller banks in the different 
f)rovinces and States can be grouped under the scheduled 
banks working in those regions. The Reserve B<ank can 
directly control the scheduled banks and through them the 
smaller banks, by a policy of making advances and accoro- 
modation to thevse banks dependent on conformity to 
sound banking practice. A proper co-ordination of the 
banking system on these lines can alone place it on a sound 
footing and enable it to attain its full stature in the 
economy of India. 
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With special reference to the draft Bank Bill proposed 
by the Reserve Bank of India 

BY 

(Miss) So VON A Senoiipta, M.A., 

Professor & Head of the Department of Economics, 
The Lady Drahonrrte Colleye, Calcutta. 

The amended Indian Companies Act of 1030 reveals 
the policy of the Central Government incor])oratinff ])yo- 
visions for belter reguKition of Banking Comi>aiues in 
India, A special Bank Act, in llie opinion of the Govern- 
ment, was not an “immediate pros]>ect“ and so the adoj)- 
tion of such a coui*se. The Indian Companies Act of lf)30 
was a distinct step towards the j)rogress of banking regula- 
tion in India. But the failure in 1038 of the Travancoro 
National and Quilon Bank which had numerous branches 
all over Southern India and even extended its operations 
to Northern India roused uneasiness as to the soundness 
of the smaller banks. The Reserve Bank of India, sub- 
mitted in November 1930 to the Government, a scheme 
containing certain proposals to guide and control Joint- 
stock banking in India. These ])roposals were submitted 
in the form of a draft Bank Act. 

The drah Bill defines banking in the following words: 
“Bonking moans the accepting of deposits on cunont 
accounts or otherwise subject to withdrawn! by cheque. 
This is a simple definition of hanking and banking 
companies as it meets the difficulty of including in a defini- 
tion of hanking those smaller institutions which refuse to 
comply with statutory provisions of the Indian Companies 
Act and yet describe themselves as banks. As a minimum 
amount of capital is essential for the successful ojjeration 
of banking, tne proposal of the Reserve Bank that banks 
with inadequate resources should not be allowed to ojicn 
up branches in the larger towns is a distinct improvement 
because inefficient, under-capita Used and ill-organised 

‘ Clause 2(a) of ihc Draft Bank Act. 
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batiks constitute a serious menace to the progress of bank- 
ing on soniul lines. 

1*0 onsuiv an a<lcquatc cn|>ital structure, the draft 
Ibll makes the following jjroposals: A hanking company 
must have to stait with a minimum paid-up capital of 
Hs- I lakh l)Ul a miniminu paid-up cajjital of Rs. 5 lakhs 
if i( ch^cs I nisi ness cither at Horn hay or Calcutta and th<at a 
minimum pai<l-uj) cai)ital of Hs. '2 lakhs if it does business 
at places with a poiudation of one lakh. Moreover, a bank 
jKissossing a pai(l-up capital and I'cservc less than Rs. 20 
lakhs will not he allowed to o|>eratc outside the limits of its 
state or province. 

The pro]>osal that the snhscrilied capital of a hank 
sliould not Ih‘ less than 50% of the authorised capital and 
the pnicl*U)> capital should not l)e less than 50% of the 
snhsi'rihod capital definitely slops the scandal of issuing 
prospci'tuws with a very large authorised capital and then 
entnnieiK'ing business irrespective of the amount Kuhs<‘rihe<l 


or paid-up.' 

One restrii’tif)!! i>lace<l on hank investments is that 
ih)% of their tlcmarul and lime liabilities shall he held in 
ilie form of ('ash or uneiicumlsu'ed se(‘urities. 1 his is made 
to prevent over* trading thereby safeguarding the interest 
of the dcfiositors. In the ease of hanks iiK’orpornted out- 
si<lo Hrilish India, they are to maintain 75% of their 
British iTulian liahililies in the form of assets in British 
India. British IruUan depositors arc thus protected 
against hanks incorporated oxitshlc India. The experience 
o? hanking crisis in has led the Reserve Hank to 

suggest important provisions for simplifying the liquida- 
tion proceedings so that during a hank failure, the 
dejmsitors may he paid off with the minimum delay. 

One object of the draft Bill is to maintain liquidity of 
funds by the hanks hv immediate conversion of a certain 
percentage of their assets into cash. 

These, in brief, are the main proposals of the Reserve 
Ihiiik. It will l)€ seen that the objective behind these 
proposals is admittedly limited. Even as such, they invite 
certain criticisms. 

The minimum paid-up capital required for the floata- 
tion and working of a Kink should make it impossible for . 
unduly small institutions to operate. No doubt; but the 
minimum should be determined with reference to the stage 
of banking development in relation to the economic 
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Structure of the country. It should be neither low enough 
to encourage wild fioatations nor lai'ge enough to dis- 
courage the existing banks to develop or make it unpossible 
for new ventures. The soundness of a bank does not 
depend upon the amount of capital alone. So the minimum 
paid-up capital Ks. 30,000 laid down by the 
Indian Companies Act may not be "too low ' It 
depends. ' 

Moreover, an undue importance has Ih-cii given bv tlie 
jinivisions retjuiring a higher ainouiit of ca|)ital in tlio’ case 
01 hanks having ollices in more than one province because 
It over-einphasiscs tlie iuliiiiiiistrntive bound railier 
than the economic mlatioiishi}) existing l)etweeii tlie 
adjacent j)roviiK'e.s or slates. 'I'he division into adminis- 
trative boiindai tes should not Ihj carried to tlie extreme 
l>ecause that will hamper the hcaltliv and elastic eiowtli 
ol trade, commerce and industry. Oiice liquidiiv of funds 
IS ensured, capital rtH|iiireim*rUs shouKl not l>e iutclied so 
high as to force tlie hanks to go out of existence 

Another provision of the proposed Act, namely, fixing 
by aw the maintenance of of deposit lialnlities in cash 
and Government securities may Iw something revolutionary 
m hanking legislation. Hut a mere keef>ing of of 
de[>osit liabilities in li^piid form alone will not save a hank 
from trouble if the remaining 70% is invested or locked ui) 
in dubious securities. This ;3^)% of <le[>osit liabilities is to 
he kept to protect the depositoi*s but this is without any 
foundation as it may on the contrary ci'Oate a false sense 
of security where none in fact may exist. If on account 
of false rumours there are sudden withdrawals must the 
hank refuse to |)ay its depositors and convert a mild run 
into a panic? Legislation which is likely to jeopardise the 
growth and development of honest banking should there- 
fore be avoided. 

Again, so long the Reserve Hank by the third schedule 
of the Reserve Jbuik Act of empowers the Imperial 

Hank to act as its sole agent, no sc'heduled bank is likely 
to get a chance of acting as agent for Governtncnt and 
local authorities. It is difficult to appr<s;iate why strong 
and solvent scheduled banks should not Ikj given the riglit 
to handle the jiostal savings bank deposits thereby reducing 
the huge cost of running the dej>arlment. In tlie l*.S.A. 
postal savings deposits are kept in the Federal Reserve 
Banks or member banks where there are such banks. 
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Haiiks receiving .postal deposits should of course furnish 
ample security for such deposits- 

Again, since Sec. 55(1) (A) of the Reserve Bank Act 
extends tlje provisions i‘elating to Scheduled Banks to 
i)etsoiis and firms, not being scheduled, operating m 
Hiilish India in the business of banking, there should be 
no (liliVieiitiatioii in the matter of maintaining cash 


T'cscr V i*s . 

The sli roll’s may also act as the agent of the Central 
Hank specially in those areas where there is absence of 
l.anks. These shroffs are at an advantage because under 
llie present coiulitions banks in India cannot hope to get 
into sutliciently close touch with the affairs of the vast 
traditig conununity all over the country so that they are at 
l)reseut unaldo to grant accommodation directly to more 
than a few of the higger tradei-s. The shroffs are, theie- 
lore iiidispousahlc mid<ncmeu. I’nlcss the shroffs and Uic 
indigcimus hankers of the city ho brought witlun the ajiihit 
nf the modern hanking system and induco<l to use numern 
credit instruments, no real l)aiiking co-orduintion will Ih) 
achieved. 1‘hc nuxleniisalion of agricultural operations 
is; u cr>tulition prece<lenl for the provision of an a<le<pmte 
system of hnance. 'flic Ueserve Bank of India maiutains 
an Agricultural Credit Depart ment thcrehy admitting the 
necessitv of co-m-dination Uaweeii commercial 
eulturui cre<Ut. 'I'his co-onlination is only 
evolving rural creiiit instruments acceptable for discount. 
We will deal %vith it a little later. 

Bank failures caused since 1913-14 
crisis in South Imli.a in 1938, it is said, ‘ 

and therefore nervousness among hank 
regnnis the position of other local banks J'', 2* 

cause shock to public confidence and a sel-batk to habits 
urinvcslment injuring the industrial .and commercial 

***'* But"batik"f.adiires dii^not demonstrate the incapacity 
of Indians to conduct the modern banking system Such 
failures have been a common feature even m IhS^A- anb 
England These failures only emphasise the necessity ot 
mefting the risks of crisis by improving the "machinery of 
banking by a c.autious selection of Directors, Auditors and 

the General Staff. The bank failures demonstr.ited the 

necessity for the establishment of a real Central Bank to 
guide the general banking policy of the country during a 
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crisis and to steer it in normal times. The Re.serve Bank 
has failed to remove this defect of the banking system. 
Tlie South Indian banking crisis amply demonstrated this 
and revealed the desirability of the scheduled banks to 
maintain a closer touch with the Central Bank. The 
Central Bank should in such times of crisis make adequate 
advances to deserving and approved institutions without 
delay. But there is a difficulty in making such advances, 
as there is absence of a sufficient quantity of redisoouutulfle 
assets with them, The banks in India can rediscount onlv 
the Treasury Bills with the Reserve Bank and Sec. 17 of 
the Reserve Bank Act has been so far a dead letter. So 
the banks hitherto derived no benefit from the Reserve 
Bank. 

Bank failures emphasise the making of suitable pro- 
visions for instituting a course of thorough practical ti ain- 
ing for bank apprentices. Wide publicity is equally 
important to enlist intelligent public sympathy and super- 
vision on the management of the banks. A sense of je- 
sponsibility to the public may be en.su red if there ure repre- 
sentatives of depositors to the bank. 

The definition of banking as given in Clause 2(a) of 
the draft Bill is open to improvement. It omits to make 
any provision for the indigenous bunks, shroffs and money- 
lenders to facilitate their absorption into the banking 
system of the country. A bank may receive deposits but 
it must also lend money and capital and iu the modern 
sense the true purpose of banking is to supply credit in 
some form or other. The money-lenders and most of the 
indigenous banks and shroffs do not receive deposits and 
withdrawals against dei>osits are in cash and not by 
cheques. The money-lenders, shroffs and indigenous banks, 
thus come in the jiicturc because they I'ejiresent more than 
90% of the whole of banking and credit machinery of 
India. But they are outside the system of high finance. 
Indigenous banks are mostly confined to towns and loan 
offices supply very little credit to the agriculturist except 
very indirectly so that the bulk of it is supplied by the 
mahajan and co-o|>erative banks. The co-operative credit 
touches, as yet, only a fringe of the huge problem of rural 
indebtedness. So far as agricultural credit is concerned, 
the rural money-lenders do business with their own funds 
thereby escaping any possibility of control by the Central 
Bank. But, rural credit is tfie most important form of 
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credit in India to-day both from the point of view of total 
\oliune and of retjuireinents and that over 70% of the 
people arc interest c<l in it. The problem of co-ordination 
of the existing rural credit agencies may be a very difficult 
problem as is pj'ovcd hy the inability of the Bengal Bank- 
ing I'.mpiiry ConuniUee to make any positive suggestion of 
such a co-ordination. If a Central Bank works inde- 
pciulonlly of rural linance. its utility will be restricted to 
a microscopic section of the entire population. Banking 
rationalisation in such circumstances will lose much of its 
importance as the economic structure of the country will 
rest <m ins<‘cure foundations as the majority of the people 
will still be under an oppressive i re<Ut sysleni. An imdei’- 
lying (uuse of the essential inst ability of the credit struc- 
ture in the country is provide<l by the instability of the 
basic source of the country's wealth, namely, agriculture. 

'riie CO operative system acts as an agency for the 
supply <if shr»rt*terin credit to the agriculturist. Since 
tile resources of these societies are nieagixi. they should *10 
su)ipleuieriled by biinging the eritire co-operative system 
within tile arnhii of (’eiitral Banking. ^ ^ 

Ihil apart from granting certain overdralt facih|ios 
mostly against Ciovernincnl paper lo some Provineial Co- 
operative Banks, tlie Imperial Bank of India, as tlie sole 
agent of tlie Keser\e Bank, has not yet touched the i>robiem 
of agricultural credit. The facilities that are granted by 
the Inuierial Bank of Imlia and the Scheduled Banks arc 
cither of cash an<l creiJit against produce or ® 

l,iiu lo iiiiprovo.1 commission ngents. Any ‘ 

tlie l.iiiik iiciTiios to the commission nKents 
.>f llic a-ricult.nist remains as naseral.lc as l.efore. 1 he 
lUscivc Hank of India thus does not ade<i.mlely 
the necessity (or financial accommoilatioii to ‘•“-" 1 '^' 

hanks ns it fails to issue emergency currency against 

approved co-operative paper in a stringent ‘"""‘‘.V 

The co-operative movement has. as we a ready know, 
touched only a fringe of the problem of agncultiiral 
so that the money-lender still happens to be the 
the agriculturist for unproductive debts. Unproductive 
debts represent a phase of social pathology, so that the 
additional resources need to be supplied for a better and 
more generous provision of credit facilities. 

Agricultural produce has been brought within the 
ambit of the U-S-A. banking system. The experience oi 
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the U.S.A. may provide useful guidance for I'eorc^nnisinff 
ngncultiiral credit in India. If such a scheme is to be 
a(loptc<b then the rrovincial Governments may have to 
undertake legislation on lines of the Federal Farm l.nauK 
Act in America. Land Mortgage Hanks, hitliorto alniosi 
unknown to the Indian Hanking System, should be cstab- 
lislied to advance loans to the agriculturist. Those land 
banks should be under Government control and the capital 
should be initially subscribed by the Government. The 
funds, if necessary, shonhl Ikj obtainetl hv issuing tax-freo 
debentures under conditions SjH*cilicd by Govenim.'nt. 
The Provincial land banks may operate through a (ViitrnI 
Agricultural Loans Hoard which will directlv In* umler the 
C'ontral Hank. 

The Indian money market has its own peculiarities 
and difficulties, the greatest of which is (he al>sctu*o of a 
documentary Hill market and Licensed Warehouses. 
Licensed Warehousing system is a necessary juirt of the 
development of banking particularly in ah agricultural 
country like India. 

To mobilise effectively the capital resourt'es of the 
country and to create any kind of unitarv control over its 
credit organisation, the indigenous banking system must 
be brought in organic relationship with the Centra) Hank 
of the country. 


MONOrOLlSTlC INFLUENCES IN 
CAPITALISTIC ECONOMY 


1)k U- Balakrishna, 

Mahu raja's College, Mysore. 

At tlic outset it is necessary to c'ommence with a vivid 
(losc'iiplion of the essential features of perfect competi- 
tion wliieh is supposed to lie largely chara Christie of 
Capitalistic Ft'ORoiny, Under perfect competition there 
is no I'cstrictiou on the niov<*ment of factors of producUon 
from orriipatifiti to «MviipiUion in search of the highest 
rewnnl. Ilesides no single unit of pinxluction can atlcct 
tlie price of a thing hmght or sold by its own action, and 
lonsc'finciitiv ilu'ie will l>e one uniform price prevailing 
in the market. Such a price would be equal to the aver- 
age and marginal <osl of a firm because under 
(iim|H*tition firms lend to lie of the optimum sue; their 
average (<isi U*ing at its minimum and consequently equal 

to the marginal tost. _ , 

Such a perfect competition yields certain advantages 
nn.l nlso sulTprs from some defects. The output would 
l>c mnxiiniscd nml a chnnse in production will Ixncht 
anvl.ridv without nfTectinp others. Each firm woo d auto 
maticailv tend to \>c of the most efficient size. 
modities most l>eneficial to consumers may not nlwa>s e 
produced and the cost of providing them mav oUen ht 
lesser for the community than that to the individual pro- 
ducer However in actual life such perfect competition 
rarely exista ami imperfections of various ‘ 
taken its place and have accordingly modified the theoie- 
ticallv accepted functioning of the copitalistic economy. 


Monopoly and Imperfect Competition. 

Monopolistic control is largely prevalent in the capi- 
talistic economy due to various factors. It may be due 
to the ownership of certain essential raw materials in one 
or two hands, or due to the imposition of a state restric- 
tion on the number of producers. Further the optimum 
size of the producing unit may be larger than necessary 
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for the prevailing demand, in which case competition is 

capital outlay required for 
starting an industry may be so large as to dissuade poten- 
tial competitors fi-om entering the business. Aj)art frcuii 
the reasons adduced above for limiting the number of 
producers, there may also be market imperfections <Iue U* 
. the existence of trans|H>rt costs, the lack of knowledge of 
consumers, and real or imaginary differences in the quali- 
ty of the product. Thus each producer may have a scmi- 
inUepeiidcnt market protected by the cost of trunsjK)rt of 
ms rival s goo<is and by the react i<m of the consumers, 
tnder imperfect com|H*titiou a proiliiccr will not employ 
a factor up to tlie fwint at whi<‘li the valiio of its margin- 
al product is e<|iial to the pri<r }>aid for the factor, hut 

vvjjl stop at some earlier |)oint when it is still in excess 
of It. 


Imperfect cum petit ion gives 
Pi'i(v 


nw to cliwriminatioD in 
prices. Pi'iee dis<'rimiiiat ion hv a monof)ollstic seller 
may take various forms based ou diflerenl critei'ia; the 
<'apa(‘itv to do so depending ujH>n the |x»wer to isolate 
iuarkets and to keep them apart. The methods of die- 
<'rini illation will de|>end iifion the circiimstainvs of the 
aiarket aiul are subject to alleratif>n according lo l•huug• 
ill the etivirojimrni. J'‘or instance the Milk Marketing 
Hoard in England sells milk fr»r i‘oiiKuniptl(>n at a higliev 
pi’ice than for maim fa etu 1*0 into things like cheese, but- 
ter, etc. This jiolicy is to guard against (he competition 
of imjxnted manufactured prodiuts of milk. If for 
some reason the iin|>ortati<iii <east*s, such discrimination 
wouhl he<*ome superfluous, .lust as stdiers may <liscrijni- 
nate by isolating markets, similarly purcha.sers may ajso 
buy at <li(TeiTni firiix’s favourable to (hems<dvi*s by split- 
ting up file markets f*M* purchase. This is espccinllv 
feasible in irspect <if factors »»f prcKluction vvliich have 
only a few pui<hasers a ml high sf>ecili<‘ily. 


('apiU/ii.sffC mnler }/ otto poll/. 

Mono|H>listic itrfluciKt's tend to disturb the ntiunal 
equilibrium of cafdtaliMie economy attained iin<lei (oni- 
petifivc eoiiditinns- Under monopolistic eonditions the 
reward for factm-s pnsliiction will lie less than the 
price offered for their marginal f)rrHluifs P- sides a 
shifting of factors of prmliictiou fm* I he ejpialisiU irm of 
theii* marginal products is not Ijkely. It is altw likedy 
F. la 
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that uiidet the influence of monopoly firms may not n^es- 
sarily reach the optimum. size of piXKluction and there 
may be no opportunity for (‘oncentvating output on the 
correct iiumlK*r of firms. But to compensate against these 
disabilities certain wastes oi competition are avoided 
der monopolistic conditions, as for instance, the expendi- 
ture on advert iserneut encouraging irrational buyers pre- 
feience. Expenditure on cross trails jKUt may be saved 
and specialisation ami standardization of products may 

be encouraged. , i ^ 

Various deviws have Ikcu applied for a wntrol oi 
im>nopoly. but no single tlevice is capable of yielding all 
the desired results. Anti-eombination laws cannot cure 
the imperfection of the market for the sale of a 
even though they may remler combinations 
ratioiiid measures mav U* adopted to unpart fullei • 

l.> ix)nsiiiiK'is SI. ilmt tlii'i]’ nmtional prefeience 
t.uiv 1 m' .iiminislu'.i nil.! llu- extiense on 
iv<iiiwl. Still if llio iniiiilK-r of sellers are small they can 
influence pi i<'es. Kationalii-atioii is even Ik-IUt 
cational measures for a direct removal of 
mav have a leiulenev to inerease monopolistic con^'0_ 
Siiiisidies mav Ik- grnnteil and taxes imjiosed 
about a hetteV aistril.nti..n of 
state of monopoly Imt iheiv are praetieal 
making an accurate estimate of the niargi a P 
factors. It is also suggested that « wntrol of 

Lion '’f i'eadjustment of 

[r^a feasible hy the adep- 

tion of anv of the foregoing devices. 

Influence of Monopoly and Consequent Structural Changes. 

One of the featui-es of the structure of modern i 
dustrial oTKanization is an attempt to socialize such of 
th^\ndustr^es which have a monopolistic f'e^ent. m or- 
der to equalize the prices paid to factors vvith ^eir mai- 
cinal praduct. It is lielieveil that industrial ^eiency 
not likelv to suffer as a .-esoll of socialization 
salaried manager of a socialized industry is 
than his confrere in pi-jvale industry. |.*^e pru mg ays 
tern can continue even if industry is socialized so that the 
factors of production may be offered an appropi late price 
by the competing industries. Besides the consumers 
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resources may be put to the best possible use l.v maintain- 
ing a ^stem of prices for consumption goods and factors 
of production and providing for the im-venieut of factors 
to maximise output. 

To attain the above objectives st'verai colicctivistic ex- 
periments are attempted within the capitalistic economy. 

P^-'-Iiap-s the most sucvessful is 
the cieation of the Public ( oi'ixirntioii in En<ilaiul durinu' 

oHfTtK of I'"'»lon Aiith- 

the British Broad- 

S lfo^.d Passenger Trans- 

^PuMfr «'-g««"2ation of the operation 

ant K .r.£ tl»e import- 

"Wh,t a fn the words of Gordon, 

nmoA,. » of opinion remain as to tlie 

nn^veri enterprise, (here is well-nigh 

rAfil oom-urrence on the utility of the Public Coriw- 
isSptld^’- ”*'g*‘n>='«tion where such enterprise 

Public Corporation obviates several of the seri- 
ous objections that are normally levelled against the ap- 

piopnat^nw of government \>odie^ to net as organs for 
ne operation of business. For instance the Central and 
J.ocal authorities arc not specially chosen for interven- 
tion in industry and as such no s|)ecial business com- 
petenc-c can be expt‘cted of them. The fluctuating nature 
f^i fwhtical bodies may also interfere with the sustained 
application of a business |K>licy. It is also likely that 
Oovernnient agencies ai'e liable to injurious elec'toral pres- 
sure. Finally the administrative areas are determined 
on non-commercial considerations and as such are unsuit- 
able for operating an industry. The optimum si^e of 
an industry may differ f 1*0111 the stojw of an administra- 
tive area. In such an event Government intervention 
would mean uneconomical operation of the plant. Hut 
most of the above objections are oven^oine by the device 
of the Public Corporation and therefore the future of all 
^ialistic experiments within the franiewoik of <apital- 
istic economy should depend upon a widespread adoption 
of this novel foj in of business organ! /at ton. 

The Public Coriwralion also obviates lerlaiu other 
objections of a political nature against the Public opera- 
tion of industries. The political power of the central or 
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hti'iii authorities nmy ihoni to maintain inefficient 

plants througli a iiianipulalion of the tax revenues, A 
(iovernmont bo<iy may also unduly i-esii iet the taking of 
f isks and llu* laiuu liing of new ventures since their poll- 
tiea! interests are at stake. IVsides Government o])era- 
liini Jiiuy also interfere with (he iimst etfieient size of the 
business unit. Tlu* Public* P(a*|>iU'ation is fre** all 

these ()<‘feels since it is entirely iu»n-|)olitiral in character. 
U has to earn a protii like a private <'<inunercial concern 
and has perfori'C to maintain effieieney. Regarding the 
of)tijmun size of the operating plant the Puldic ('orpora- 
li(Mi has full Intitiule (o a|)pi*oNinia(e lo wards it, since it 
may transcend the \nvi\\ |>olilieal area. For instance the 
(‘entral Fled) icily Hoard ihrough its national grid crjii- 
trols the Iraiismissirm svsleni over the whole of England. 


and of Monof/oUMir ContioL 

In respei‘t of (eGinleal efiu'ieni'y of nionof)olies in- 
ductive iiKiuiries <lo m»i yiehl any definite results. But 
from a defuulive slandpidni certain generalizations are 
|)<)ssihle. Pertain economies are nssrs-iateil with niono- 
|)oly (hi*ouglt its appi-oximatioii towards^ the t>ptimum 
size <»f production hut hciv the monopoly is not a neees* 
snrv condition of such economies ns the optiuuini size may 
he reached even under competitive cemd itions. But jn 
respect of technical efficienev a monopoly of the fused and 
co-ordinated type unlike the ordinary forms of short-time 
monopolies based upon quotas and i-estnction of output, 
is superior to <x)mpeting firms where competition is un- 
likely to be exceptionally perfect with 

largo scale and of specialization of production. On the 
other hand a monopoly is condemned for being more con- 
servative than competing firms in the inlmduetion of new 
products. This is a criticism which is not always well 
founded because competing firms often iiUroducy changes 
in the product purely for the sake of chnnge which do not 
always cater to the long period satisfaction of the con- 
sumer A certain degree of standardization is necessary 
in the interest of industrial progress even if it should 
sacrifice the momentary impulse of the consumer, which 
should not be considered as paramount. 

Problems of management involving financial control 
and entrepreneuring which are not amenable to decen- 
tralization are likely to tax the abilities of the managers 
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to a greater extent in a monopoly than inn lor i oiijpi*tition 
due to its size. But a greater iiiu'ertaiiily always ron- 
fronts a competing firm and to that exUmt a iiioiiopuly may 
involve less difficult decisions than a firm under lomprti- 
tion. Therefore, in some respects the probienis of manag- 
ing a monopoly may be simpler though in others it may be 
more difficult, leading to a laxity of organization arid a 
conservatism of technique. From the point of view of 
raising capital and reinvestment of profits in business a 
monopoly is in a highly advantageous position which is 
not shared by comjietitive firms even if they are equally 
large in size.' 

In respect of buying materials am! equipment rcrinin 
advantages belong exclusively to a ru<moj>n!y. Sumeiimes 
a monopoly may lie in the position of a monopolist being 
the sole purchaser and capable of di< (a(ing its c»\vii pi in* 
and diverting all supplies to it«*lf. Oti the other hand 
marketing costs may sometimes be lower under monomriy 
due to the elimination of com |>eli live advertising, nut 
it is not always safe for a nionopolv to introduee a drastic 
cut in this direction as |Kitential ‘ competitors should be 
kept out. , u 

Therefore it might be said in conclusion that much 
depends upon the form of monopoly that is to he mtrml^uc- 
ed and the degree of competition that preceded it. If a 
Perfect monopoly succeeds an imperfect competitive cr' • 
dition it ia l& to be more efficient. On the other hand 
when a restrictive monopoly succeeds perfect competition 
the monopoly would he less efficient- 



CAPITALISM IN FLUX: RECENT CHANGES IN 
THE STRUCTl'RE OF CAPITALISM 


BY 

Gyan Chand, 

Pa/na Vnirersity. 

I 

SJnictural chnn^os in capitnIUm have been taking 
place through |)ro<‘e.ssoB which are inherent in capitalism 
Mscif a ml arc a conlii'mation of the Marxian theory of 
rivgali<jn of ilu* growl h the antithesis within the 
(if capitalistic tlusis. The growth of BionopolieSt 
the ania Igaitiat ion of hanks, ihc increasing of the 
liohl of tlh‘ hnamaal institutions over industries, the 
runiilii ations of monopolies in international spheres, the in- 
tensification of inlcrnalifuial eonfliet through the scramble 
for market and raw-materials, the adoption of restrictions 
on an iiitornati<mal scale and more than other features the 
intiactahle fiheucuneiion of l•ceur^cnt and progressively 
intensified trade-cycles culminating in what is virtually 
llie crisis of Capitalism itself are all the well-known 
drveh»|)nienis. the inwardness <»f which has l»een faid hare 
hy the Marxian critics of ('apitalism and thrown into such 
lurid relief by the tragic contemporary events. The 
Marxian <'riticisiTi niav not liave In^en }H)rne mit in its 
entirety, fn sevei'nl significant res|MH'ts the predictions 
l)aRed on tins line of argument have not come true. The 
standarrl fd living of the worker has, fc»r example, risen 
and not fallen in the most developed capitalistic countries 
and the middle class, instead of Iwing crushed out of 
existence by the growing 'polarization’ of economic life, 
has increased in size, importance and social significance 
and has shown unexf>ected vitality as the spearhead of 
Re-action in all countries in which Fascism has seized 
power and used it ruthlessly with such deadly effects. 
These apparent deviations, however, do not materially 
affect the validity of the argument or change the meaning 
of the historical process which has been at work. These 
and some other developments merely indicate the necessity 
of using the Marxian analysis, as every other illuminating 
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generalization, as an instrument of thought and a general 
guide for unravelling the tangled skein of actual events 
and not as a dogma into the framework of which every 
important development has to be fitted or made to yield an 
exotic meaning to sustain and confirm the faith of true 
believers. 

It is teuiptin^^ tt> lolbiw up the of the nbove 

paragraph and review the ixhviH developuient of capital- 
ism as a process of rapid decay and disintegration. Hut 
apart from the fact that 11101X3 has now become a well-worn 
theme owing to its having (hmc duty us a stwk argument 
the polemics about the inherent iiistahility of capitalism 
at all levels of thought, it is not sjife ii> assume that the 
shell IS about to hurst asumicr and start the iiend of events 
leading to the ultimate withering away of the state. 
C-apitalism has, as the events have sliown. plenty of light 
left in it yet and it may, in spite of the stresses set up hy tlie 
total war, rally enough sti'eiigtii even after the war to 
H’ustrate the strategy of many a soc ial storin-trooijcr, and 
heliiiui tJie facade of spacious phrases carry ojj its own 
scheme of things in all essentials for a good long while. 
Moreover, this theme, even if it can be usefully worked out 
as an essay in interpretations and anticipations, cannot be 
devciojiod with any degi'ee of success within the nairow 
limits of a short Conference paper. Even for an audience 
of initiates, which the Conference may be assumed to be. 
the theme requires much fuller treatment than what is 
possible in these few pages. 


II 

The available space may, however, be used to some 
purpose by referring briefly to a few structinal changes 
which in spite of being incipient in some cases, indicate a 
change of functions rendered necessary by changes in the 
ojjjanic needs of the operative economy. I shall start 
with a reference to the changes in the working of the 
system of currency and exchange. The changes that liavc 
taken place are a matter of common knowledge. Gold 
has ceased to be the controller and regulator of currency 
and credit. The old theory and practice of reserves have 
been superseded and are now only of historical interu.st. 
The Bank Rate has not only htsome obsolcU? as ?m instru- 
ment of credit and currency control but has also lost its 
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si^iiihcance as an index ol’ the tieiid of the forces at work. 
rhe central hanks being without quantitative indices, with 
reference to wliieh they can form their policy of control, 
have hail to fall hack u|X)n their judgment of what is called 
foi’ by ihe neeils of the situation, to use direct methods of 
Mnilr<*l, and have s<»uglit to enforce it by discrunination 
based u|n>ij interpretation rather than through reliance 
ii|Kin mdepeiitleut olqective tests. The currency and credit 
iur<ls of the cHanimmity have now to l)e gauged not merely 
til rough in<lex nunjl>crH of prices and its reciprocal, but by 
unravelling the mystery of the whole economic complex as 
Indicated by the stale of employ inent, the quantitative and 
qualitative elianges in production, the need for expansion 
or restrict ion of investments and moi*e than these, the 
(lcsiral)ility maintaining and increasing the purchasing 
power of the masses for Keeping the wheels of industry 
moving ami preventing social distress. The constituent 
elements of the complex cannot be summed up hv any 
iiialhcmatical forniular or mechanised indices and ihcir 
rcinlivc imjjortancc must be a matter of policy and cannot 
he oldcctively assessed and determined. These facts make 
tljc whole position extremely obscure and empirical rules 
suggested by all these variables and (heir inter-relations, 
rather than any tenets of any currency doctrines, have, as 
a matter of necessity, to lx? made guides to action. The 
)»ractice is, as n mnltcr of fact, in advance of knowledge 
and the conceptual formiilatimis. lihe (he income theory of 
prices ami Keynes's thiHuv of interests, are attempts, not 
yet successful, to give a incaiiiiig to and derive lessons from 
the involuntary tempt) of events and the currency author- 
ities are in xn<^xt enscs powerless to shape their course or 
base their jioliry m» juiy iri( cl hgible anticipations, 

The prc-''nr es change restrirtioiis and the operation 
of the system of o(T-setting balances, generally known as 
exchange control ami exchange stabiUzntion funds, arc 
changes of the same order, they have also been develop- 
ed in response to urgent practical needs and not devised 
on anv well-thought out principles nr maxims of currency 
theory. But they and (he other practices refer icd to in 
the foregoing paragra|)h cannot hut have a jirotound 
effect on the future of the curreney system in spite of the 
fact that thev are means of adjustment to needs the 
nature of which is not even half understood and the pro- 
cess of adjustment is fumbling and influenced by many 
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extraneous considerations. Changes in the working of the 
currency system must have a profound effect on the work- 
ing of the price system. The price system, or to use the 
phrase more commonly used to indicate its functional im- 
portance, the mechanism of prices is the most cardinal 
feature of capitalism and is regarded by its ardent 
advocates as its most redeeming feature, the custodian 
of economic democracy, the ballot box for the millions of 
voters and the means of rational allocation of resources in 
immutable regime of inescapable scaifity. Not only will 
the piece limits be subject to influence of new facto is and 
therefore vary for reasons hitherto regarded as having no 
bearing on the question of the value of money, but the very 
idea or having ‘neutral' money will have to be greatly mo- 
dified owing to the introduction of new technique and pur- 
pose in the 'management' of money- Exchange control, 
of course, carries the purposeful manipulation of curren- 
cy much further, inti'oduces the scale of ))riorities in im- 
ports and exports, subjwjts capital movements to public 
control and makes public interest the decisive factor in the 
regulation of these movements. Control of investment 
cannot he confined to external investments. Its extension 
to internal distribution to capital resources follows as a 
matter of course and will not merely be intended to secuie 
equality of investments and savings. There is no method 
by which the control of aggregate investments can be 
secured without introducing at the same time control of 
particular investment. According to Keynes the two are 
and can be independent of each other. The State is to 
determine the aggregate amount of resources devoted to 
augmenting the instruments and the basic rate of reward to 
those who own them’ and private interest is 'to determine 
what in particular is to be produced, m what proportion 
the factor of production will be combined and how the value 
of final product is to be distributed among them. The state 
of full employment which according to Keynes la to be the 
object of the control of aggregate investments, 
very largely upon ‘how the value of final pro^wt is dis- 
tricted atrwng the factor of production, 
vea control not only of volume but_ also of direction of 
employment, control not only of ^ic rate of rewards to 
thote ibo own instruraenU of production, t.e., the late of 
infereet, but also of baaic ratea of iwards to th^ who 
use them. i.e. , the rates of wages of labour of all grades and 
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ty]>es. Decentralisation and the play of free interest by 
which Keynes lays so much stove, are important advant- 
ages and in the solution of the proi)iem of unemployment 
(lie interests of efiieiency and of freedniu have to be duly 
safegnaided; hut the right way to realize these advantages 
aiul |UJ»vide these safeguards is not to control the aggre- 
gate an<l insure a})sencc of control of the jmrticular invest- 
ments. The two forms of control are inseparably linked 
togetiuu* and liave V* Ik* inclinled in all schemes of currency 
anil cxcliange <a)ntrol. 

Apart fr<»m the question of investments, the point 
vvlii<li matters is that the nieasui‘es of currency control, 
whicli are in o|)eration, have had a far-reaching effect on 
(he vv<ukitjg of the entire mechanism of prices and in them 
arc ijnf)licit purpckses and methods of price control which 
cannot Imt affect wriously the structure of capitalistic 
(‘(‘onomy. 'I’ hose measures are, as already stated, measures 
of siil)*con«cious or at least semi-conscious adjustment to 
situations beyond the control of currency, authorities, situ- 
ations which have had important effects in the realm of 
currency and exchange hnt the currency factors were nei- 
ther their fundamental caust^s nor set limits to their conse- 
(luences and repercussions. 'I'hc full significance of the 
recent change in currency practice can be understood only 
by regarding them as a j)art of the integral process which 
insensibly hut surely have hven changing the basic facts of 
eionoinic life. 


in 

Anothei* c]cvelo|)mcnt. winch has lioen is progress for 
considerable time but has been greatly accelerated in the 
last decade, and is of fnndamcnal impoitame in its hear- 
ing upon the nature and function of capitalism, is also 
well known and the Heveredge plan in Great l^ri tain has 
given to it a new meaning not only as a culminating point 
of the past but also a promise of the future. National 
minimum, living wage, the endowment of motherhood 
and family, social insurance against unemployment, sick- 
ness, old age and death are not new conceptions, ’^hey 
have been in the air for over six decades and influenced 
practical policy in Germany. Australia. France. Great 
Britain. U.S.A. and. of course, the U.S.S.R. In most 
countries their practical effects have been confined to a 
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limited range and even within it the adoption of tliese 
measures have boon dictated more bv fear than by social 
vision or apprecialon of the vital needs of the community. 
But gradually the idea has gained hold on the minds of 
people that labour is not a commodity and its human need 5 
have to be made the first chaise on the resources of the 
community. Freedom from want is. it is now recog- 
nised, the basis of all freedoms and must be the foundation 
of the social structui'e. If this war or rather jK*ace aim 
animates the whole social i>olicy of the nations aftei* the 
war, it will, it is obvious, not mei*elv he a great gain from 
the humanitarian point of view, hut also entail basic struc- 
tural changes in the economic system. In the am n tries 
lu which security scrvk'os have been (levelo|>ed, the ))ro 
cess has already commenced, bnt has to lie carried very 
much farther before it produces its plastic stress on tbo 
practical working of social economy. 

The social significance of these changes lies in ilie fact 
that it means large-scale application of the ])rinriple of 
distribution according to need.s and veiy materia) modifi- 
^tion of the principle of distribution according to works, 
Ihstribution according to needs is a maxim of jjublic fin- 
ance and the growing encroachment of public over private 
finance is itself a cnange of real iinjjortance fi'om the 
operational standpoint 01 the economic system, but if so- 
cial security at a level determined by valid social ends l>e- 
comes all-pervasive fact of economic life, that would 
change altogether the underlying assumptions of the sys- 
tem and alter its character. This change cannot be 
brought about even in the richest countries of the world 
without fuller and more efficient utilization of the produc- 
tive resources, and that in itself would necessiinle ration 
alization not merely of individual industries but of fhc 
industry as a whole, i.f*., elimination of waste, inefficiency, 
lock of co-ordination and overlapping of spheres of acti- 
vities. The change also involves the adoption of social 
costs as the criterion of the worth-whileness of economic 
undertaking and no industry would have the right to func- 
tion unless it can provide the guaranteed minimum of wa- 
ges and living conditions to all its workers. In the regula- 
tion of exports and imports the maintenance of the accept- 
ed minimum would liccome an all-important factor and dc- 
termine the terns of trade and the nature and range of in- 
ternational economic relations. These changes, it need 
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not Ik‘ a<l<lc<K Inivo not so far been introtluccd because the 
(H fic'css of i!isti il)ulion arcortlinf^ to needs has not gone far 
and (heir imparl on the working of the economic system 
has tua I am appieciahly felt; hut if distribution according 
(o mcils hin<mu‘s a fact Of increasing importance in econo- 
mii hIV, it will not only maximise social welfare but make 
ri t>rgaii i/at ion oi industry on lines, which may be in accord 
witli the luniuui needs of lal)our, an unavoidable 
necessity. 

So far the new tendencies have only produced crude 
ivsidls in the exclusive national economic policies and 
given ns an outcrop of restrictive measures in the apjdica- 
tion of the i>olicies of protection, immigration, racial 
rliscriiuination and narrow, militant trade unionism. But 
prr>tcc(ir>u of tlic Ntaudard of living of the people has to be 
II in lie a decisive fa cl or in the economic life of all^ peoples 
and (leterrnimint of international economic relations m a 
rational c<eoiH*ral ivo ci'ononiy. 'I'his aim has been 
Kclonslv pursues! in the working of the International La- 
1)011 r Organization in spite of its inherent limitations and 
been given an important prominent place in its plans ol 
lh(‘ post-war reconstruction. In the ineffectively enforc- 
ed codes of the New Deni, the constructive aspect of the 
standard of living concept has also received recognition 
and has, of course, influenced the national minimum and 
Ollier social-security legislation of all countries. This 
trend is the result of the intcrf)aly of a number of 
but if its logical implications are clearly understood and 
fully worked out. it can prodnee far-reaching ^ 

the whole domain of economic life. Restoration of lahoui 
to its human dignitv is the most imporlant correctwe of 
llu* glaring deficicnccs of the capitalisin’ sysicin. IVgra- 
dation of labour, wbicli has taken phn'C owing U) labour 
lieiir^ treated mcrelv as a vendible commodity, is the inost 
damaging charge against the capitalistic econoiny. and it 
it or redresse<l by measures intended to ‘buma- 
nise* iiroduction in the broadest and deepest sen^se ol the 
word it will bring almiit a profound chanp in the whole 
set.ui> of economic life and therefore involve fundamental 
structural changes. 


A 

The third development which I propose to refer to 
verv hricnv in the short review of .structural changes, is 
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the evolution of autonomous public corporations ns a form 
of business organization. This form of organization has 
developed in England and other countries for the manage- 
ment of public utilities like electricity, transport, water- 
works and has received the gre<atest theoretical support 
even from the conservative advocates of what is called 
‘self-government* in industry » because they expect to pro- 
tect themselves against the clamour for ‘socialization' by 
taking cover under the specious plea of each industry be- 
ing managed as an autonomous authority. In the count- 
ries in which corporations have become important, they 
have led to the development of ‘national Capitalism* and 
provide for monopolies a facade behind which they screen 
themselves against public criticism and scrutiny. In «j)ite 
of the form of organization having been used as a nieusviro 
of self-protection by the giant private corporations, it lias 
in it the seed of a great development in which the eml, of 
efficiency and commonweal can be combined and ])urs\ied 
by entrusting the administration of industries to tlie men 
who have specialised in and are qualified for them an<l 
which they can manage and develop as public function- 
aries without any meadlesome interference from unimagi- 
native and routine-dried bureaucrats or amateurish and 
wire-pulling politicians. The conception of each indus- 
try being regarded as an autonomous public trust in the 
hands of those, who know their job and can be made to do 
it well with a full sense of social responsibility, is a very 
fruitful conception which is, it is almost certain, bound to 
play a constructive role or great importance in all R<‘hemes 
of large-scale re-organization of industry as a social lunc- 
tion. This conception is implicit in synilicahsm and was, 
as is well known, given great prominence by Ouild Soci- 
alists, like Cole, Orage and others in the early twenties, 
The Tascists and semi-Fascists advoe^ates of corporative 
economy have exploited it fully for their ends, and ilic un- 
pulse behind the formation of the various corporations in 
England and elsewhere refen-ed to above is the desne both 
to maintain high standard of efficiency and ren hse socu 
good though, as already stated, in practice the vested 
fntereeu hfve turned the opportunity to go-id Jy 

striking favourable bargain for themselves and f°.' 
their oVn position and power practically 
This idea also is the underlying conception of 
others in their schemes of contributive sociL-ty. The lejicai 
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of anti-trust laws under New Deal in the U.S.A. and the , 
vesting of the integrated iiulnstries with power of fixing 
prices, jvgulaliiig crntput aiul sale, of pooling knowledge 
and experience, of <iistril)iiling markets on a regional basis 
are all slops in the same dircetion. though in this case 
again Hig linsiness has done itself well out of an experi- 
iiHTil lK)rn from the union of somewhat inchoate idealism 
a IK I the imperative neepSsSity created by the Great 
Depies.'iion. 'I 'lie IViinese Valiev Project under New Deal 
IS even a more striking illustration of an autonomous 
aiitli<»rily entrusiecl with the public function of developing 
a i 'a I k ward n'gi<in with great possibilities. Central banks 
in most eunntries liave Invn ennstituted and develoi>ed with 
the same [mrfirjse; ami in spite of their having been used 
as instruments <»f reat'Uonary politics owing to the hold 
<if liDam iai <»liga iH'hies over them, they arc meant to realise 
fnnetioiml autonomy within the limits set by a system 
worki'd hy ami in the interest of a minority created and 
nh.^cssetl hv irioney values. 

'I’Ik' problems ci'cated by the formation of public cor- 
pr)ralion are many and most of these remain unsolved. 
I’he most inif*ortant among these is the i>robIem of the 
a f)pr>intrnenl of their directors or governors who must be 
(»x peris in their own business, possess a high order of 
ability and yet be imbued with the highest ideal of public 
j^ervic'o. Tfio method of nomination which has been most 
eoiumonly used for the purpose has the disadvantage of 
being o]>en to the charge of political nepotism, and its 
utility is limited owing to the choice in practice being 
limited to the men who have come to power under a system 
whic h puls promill rn on aequhsitive and anti-social traits 
of personality. 'I'he problem of recruitment of personnel, 
of scales cff reirmiieration. of relations with I ho consumers 
and of price* ami investment policies have all been tackled 
wit!) the same desire for reducing (be range of ehanp to 
a miniimnu and for carrying on ‘business as usual.* In 
the circumstances under which these corporations have 
been created or evoh’e<l these are perhaps unavoidable 
limitations; and vet it should lie obvious that public cor- 
])oralions are and their utility and realisation 

of their potential value as a public oi^an of economic 
administration must depend upon their developing norms 
standard and administrate technique of their own. To 
the extent to which they succeed in achieving this object, 
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they must change the major pi'emises of their policies and 
work on a^iimptions very different from those wliirli have 
given to the capitalistic economy its distinctive meaning 
and function. Public corporations must pay far greater 
heed to ‘service’ considerations and make ‘profits’ only an 
accounting devise for balancing social utility and social 
costs. They must have their own ways of assessing the 
relative intensity of the consumers' wants and ailopt a 
priority scale which not only reflects but also gu ide.s and 
develops the consumei's’ choice. The price index will 
retain its utility for this purjiose but cannot he made the 
only guide to decision and action. In their investment 
policies the corporations liave to lie limited by the general 
investment policy of the communitv based again on the 
measure of relative needs of ihe diiforent industries for 
which capital resources ai'e required and must, of coui.-c, 
limit the adoption of technical innovations to the ))osfiil)ility 
of reabsorbing displaced labour, if any, in alternative 
occupations whicli are equally attractive for ‘the techni- 
cally unemployed* both from the functional and iucoino 
standpoint. The vicious practice of throwing the cost of 
economic progress on the individuals, who are lendcred 
jobless by the incidents of change, can be no part of the 
policy of ))ublic corporations. In the recruitment and 
payment of the workers of all grades there has to be 
equality of opportunity and inequality of payment must be 
limited to the differences of quantity and quality in func- 
tional efficiency. 

These problems so far have not been frankly faced, 
much less even partially solved. But from the nature of 
things the very development of public corporation as a 
form of industrial organieation raises these issues in a form 
which makes it difficult to shirk or shelve them. The 
‘smoke screen' tactics adopted so far to circumvent them 
cannot answer the need for basic changes for any length 
oi time and the issues are inexorably, even though slowly, 
impinging themselves on the problems of |H>ljcy and 
administration. One important result has already l)een 
achieved, i.e.y the investors, the owni*j*s of capital, — have 
in the working of these corporations been de[>rivcd of the 
policy — determining function: and though this change is 
formal for the shareholders of the joint-stock 
oompenies are also in practice functionless rentiers, it has 
their position and made it obvious that the owner- 
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ship of capital is in itself no qualification for having a share 
in shaping and administering the policies of economic 
undertakings. These corporations, relatively speaking, 
are new institutions niul they are cribbed and cramped by 
the inhibitirai of the anachronistic )>rinciplcs of the existing 
system; and if their origin and functions are properly 
umlcrstorMh they have to he regarded as organic mutations 
in llu' evolution of economic life, as qualitative changes 
through which the cumulative effects of the quantitative 
dilfctvncos goneralc<l and developed by capitalism within 
Iasi I j(l years, are expressing themselves in anticipation 
f the bigger changes which have still to come. 

I have dealt with the develoi>ments which are. in my 
./pinion, of real imj>ortance from the functional and there- 
fr>rc. structural standjx)int for in economic life, as in life 
in general, organic changes nre-suppose the existence of a 
new and insistent functional urge. I have in the review 
purposely loft out the consideration of forces which have 
made capitalism increasingly unworkable and created in* 
tolerable stresses in national and international economic 
life. I have also left out the revolutionary changes ot 
Soviet Russia and counter-revolutionary changes in the 
Fascist countries, which in spite of their superficial simi- 
larities of technique, are fundamentally different from eacn 
other. These ai-e changes outside and not within the 
cai>italiHtic economy, and though of significance as 
inp the trend of development when 

formations are made in' response to new . P«'-poses and 
needs thev contain assumption of a widely different 
I haticter Ld^ to be left out o considera- 

tion in the review of the structural changes in the caiiital- 
istic economy But the changes referred to above are real 
haiK^ranTindicatc a process of .adjustment of very wide 
scoiie an^great importance. They show that the process 
of imereent evolution is at work and can. given favourable 
conSns. be carried much farther to bring into play an 
increasing social purpose of an all-inclusive character. 


V 

It may. however, be asked whether this process shows 
that the capi'ulistic economy has in it the power of internal 
growth and can by self-adjustment answer the challenge 
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of the times. That the challenge is severe, almost 
menacing, can admit of no doubt whatsoever. But 
whether it will be successfully met by growth from within 
18 not a question of structure but of purpose and sanctions 
behind it. Capitalism is not induslml technique, 
standardised mass production or high-pressure salesman* 
snip. It is a system of social relations in which a pri- 
vileged class holds all key-positions and controls all nerve- 
centres of the system primarily for its own benefit owing 
to Its possession of money- power. Will this system of 
social relations be changed by the changes analysed in the 
paper? Will privilege thus make way for ability animated 
hy a desire for general good? Will the surplus, which the 
system can create and provide for the first time a basis for 
a culture of the masses in the true sense of the phnase, be 
made available for the purpose? And will all this happen 
without any ‘catastrophic* changes? The global war is 
a catastrophe the magnitude of which, it may appear under 
the strain of the super-human effort calleii forth by the 
can itself be an occasion for and cause of the funda- 
mental change in the system of social relations. But in spite 
of the war-time controls, regimentation and mobilization 
of human and material resources, it is clear by now that 
war in itself has not pr^uced these changes, privilege is 
more deeply entrenched than ever and the war has, owing 
to the dire need of winning it, placed it in a stronger 
position to frustrate all efforts to end it after the war. 
These changes in themselves carry no sanction of the 
purpose which is seeking to fulfil itself through them and 
do not hold out any assurance for the future. It is 
possible that the impossible may happen and the suffering 
and tragedy of the war may tap some unsuspected sources 
of moral energy and vision after the war ana bring with it 
the conversion necessary for the grand performance of the 
abdication of power. It may be that the post-war situa- 
tion will develope its own sanctions, as well it may, and 
resolve the deadlock created by the short-sightedness of the 
men in authority- This deadlock has not been resolved by 
the need of winning the war, but it is possible that the need 
of winning the peace may develop an urgency of its own 
and clear the barricades thrown across the P^th by the 
contradictions of a frustrated social system- All this is 

E oesible but cannot provide the basis of a new faith and ot 
uman efforts at a very much higher level of achievement. 

P* di • 
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Blit these are speculative questions to ■which no answer 
can l)e found in the structural changes described with 
(‘Xtrcine hut necessary bi'evity in a word -saving jargon 
winch may confound the laymen but ought not to obscure 
the meaning to the discerning minds of economic experts 
for whom this short paper has been written. 



THE ROLE OF THE EXCESS PROFITS TAX 
IN MODIFYING CAPITALISM 
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University of Mysore. 

The purpose of this es^say is to i)oint out how the 
pivot of capitalistic structin-e, viz., the profit motive, has 
been attacked since the last Great War by the Excess 
Profits' Tax, and to suggest that, if Capitalism is to 
survive in the post-war world as an altoi native to Social- 
ism, a greatcj’ use of this tax will l)e both necessary and de- 
sirable. Attention is also drawn to the usefulness of 
this tax in planning a capitalistic economy. 

The i*TOfiUv%otive. 

It is hard to define accurately what capitalism is, 
but it is easy to understand the 19th century individualis- 
tic form of capitalistic economy, which persisted till al- 
most the present war, though in a few countries it was 
supplanted and in many others modified during the last 
two decades. Freedom of economic action and non- 
interference by the State, protection of vested interests, 
freezing of economic forces, the rule of monopoly and 
controls over industry destroying the old economic free- 
dom and healthy competition, anti -thesis between progress 
and happiness— 'these and many other features and olTects 
have been associated with capitalism. Hut, its outstand- 
ing characteristic is the profit-motive. The difference be- 
tween costs and prices constitutes profits which form the 
prime incentive and governor of the < apilalistic sti u< turc, 
Tt is the paradox of our economic system, observes 
G. D. H. Cole.* “that it apr^ars to treat as a good— as the 
end and object of the pi^uctivo pjxxess— not all the 
forms of income which are generated in the course of pro 
' ‘To expwJt the unfortunate 

tion and distribu- 


duction but profits alone.” “To exp 
capitalistic system to work, if produf* 


Th^ /ttifl/ifffHt Man's Cuide throuyk World Chaos, p. 37- 
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tioii of goods is not profitable, is like expecting a motor 
car to go without either pet ml or a Steering wheel. In 
the j)reseiit system, production is undertaken only when 
it is pioh table and the larger the anticipated profits, the 
greater will l)e the forthcoming enterprise and initiative. 
Whenever there is a fall in profits, capitalistic enterprise 
tries to cdimtei aet it by increasing efiiciency of production 
lowering costs, limiting sti])ply or in similar ways. 

Tile dethronement of the private profit-motive from' 
ils pivotal position is the feature of collwtivist economy. 
Since production and distribution are contjolled by the 
Stale, the lyiie, (juantity and pric^e of anything depend not 
on ibe volume **f profit but on the social expediency of 
producing the article. Of murse. many commodities are 
soli I ai>ove their eost. some perhaps at a higher price than 
usual under capitalism and some probably at less than cost. 

It is lull, therefore, the total al>senco of profit that charac- 
terises the ct)-opei‘ntive nnd collectivist societies but its 
(<iinpni‘ntivi' insign ifu a nee, whereas it is the driving force 
j>f capitalistic production. 

IfK/i/cct Control of Profits. 

Socialists since the days of Rol)ertus and Las sal le 
an<l even non -socialists much earlier have iw»gniscd the 
need for regulating the profit- motive, if society is not to 
he exploited by the fortunate few. A large part of eco- 
nomic legislation in the 10th century aimed at such res- 
triction. More recently, however, tois citadel of capital- 
istic structure has been attacked more pointedly in a direct 
as well as an indirect manner. Indirectly, any social 
action which increasc.‘< costs or reduces jiricc normally 
tends to cut down profits. Pricf^ Control such as the 
concept of the ‘just price’ of the middle Ages and fixing 
<if the standanl fair nnd maximum prices of to-day reduces 
tiu' ontrcjuenoiir’s income. Similarly, rerjulation of 
'''npphj, c.g., prevention of cornering, bring down nrices 
and profits. A third type of action is coats control; the 
fixing of standard and minimum wages, hour.s and condi- 
tions of work and similar legislation affect costs of pro- 
duction and profits. These aspects of social interference 
are growing in importance since the Great War and 
especially since the Great Depression. In fact, such regu- 


* John Strachiy: The Nature of CapUalUi Crisis, p. toi. 
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lations formed a major plank in the American New Deal 
and were adopted in diflering degrees elsewhere. 

Direct Regulation. 

The restriction of profits, however, was not the pri- 
mary object of these instruments but only a secondary 
epct. Since the last war the direct assault on profits 
through the weapon of taxation has become a characteristic 
feature of the world. Thei-e were, of course, the inconie 
and super-taxes as well as the corporation tax, all levied 
at a high-rale but they aftectcd incomes as such and not 
particularly the profits aspect of income. The profits 
t(U€s, on tlie other hand, ri^ve a different purpose, and 
the State has stepped in to share, and sometimes evt*n to 
take over business profits entiroly. 

Two types of such taxes have sprung up, riz., the 
Undistributed Profits Tax and the Excess Profits Tor. The 
former, introduced in 1936, is largely confined to U.S.A. 
Its main purpose is revenue, namely, to tax the part of 
profits which could not l)e got at otherwise. The latter, 
Excess Profits Tax, however, belongs to a different cate- 
gory. It has been the most I'evolutionary development in 
public finance since the introduction of the income-tax, 
Although, it is an old tax advocated and even administer- 
ed long before 1915, it is practically the child of the Great 
Wa.r. Originating in revenue considerations and deve- 
loping for regulative purposes, it has blossomed into an 
ctnical tax with the prospect of becoming an important 
instrument for planning capitalism. Of its two forms, 
the War Profits’ Tax was essentially temporary and wrus 
levied partly for revenue purposes and partly for prevent- 
•^g private exploitation of an abnormal situation. Hut, 
?veu this tax modified capitalism liecause it introdiuod the 
idea of conscription of wealth to balan<’e conscription of 
man power; in the words of the Economist, it was sop 
to public conscience rather than a determined fiscal instru- 
ment.” It accepted the principle that in social in^rests, 
the profit- motive must be controlled and that, wherever 
profits were abnormal, society has a right to the excess. 
As a German writer has put, the tax is merely the rest')ra- 
fion of a part or the whole of a surplus which is never 
^fcually the property of the owner but which being social- 
ly created is socially owned, A more explicit rerognition 
<^f this idea forms the basis of the other variety, riz., 
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the Abnormal Profits Tax. This impost may be noticed 
in its nebulous stage in the British National Defence Con- 
tribution ainl Armaments Profits Duties of 1937-38. 

What is very suggestive of the attack against profits 
lies in tlie methods detenniniug the normal. The base 
period method, a^sunling the actual profits of the base year 
or years as the standard and regarding only the excess as 
taxable, obviously holds good in abnormal times and makes 
tlie tax purely temj)orary. But the peicentage standard 
goes behind the profits earned in the base year and fixes 
the normal rale (fe-voro with reference to the capital in- 
vested. “ Base Iho tax ninni excess over a fair return on 
the investment, properly measured to .start with, and with 
each i>assing vear the tax may l)ecome sounder and more 
e(iuital)le.‘’ in L'.S.A., the percentage method was in 
vogiu' ami in the l*niled Kingdom, the base method was 
move c'ommon. But, the best British opinion, wrote 
I'rtjfessfir Hnig. appeaivtl to favour the Ameri('an type 
ami progre.ssive scales of tax: and ‘‘with the passage of 
lime the percentage standard based <in invested capital 
lias U'vn assuming n larg<'r and larger role in the proce- 
dure Whatever the merits of the normal late allowed 
and of the methods of arriving at it. this form of deter- 
mining the exti'ss enunciated the principle that the profits 
which a concern could legitimately expect is not what it 
was getting, but is something to be determined on other 
grounds. 

rrrmnnency. ^ > 

It ntav he ni'KiiCtl that after all the Excess Pmhts 
Tax «’as a tem|v.rarv expcli-nt at>'l tliat very soon atlev 
(he (irent War the piofit-mol ivp came l)a<'k to its nwa; and 
tlini cv-rn to . lav the stoiv may be n-penlpd. Hut this is 
misica.lin- hisloiy. Ev,-,. at the time of the ast war the 
tax was hoiHil to stav. In 1919 Presi.lenl Wilson stated^ 
that while the lax reed not Ion;; Ik* maintained at the rates 
piovailing during the war. - it should he made the hasi.s 
of a perniancut lax system. I’rofessor IlaiR. who in- 
vestigated. on hehalf of the American F.mnomie Asstx-ia- 
lion. into the wo, -kins of the Excess? Profits Tax in Great 
Britain concluded* that -'tho tax to be successful must be 


'WiiWs Message 10 Conj^n-ss, May, 1910. 
* Anu'rican Economic Keview. X No, i, p. I 3 - 
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permanent in character”. Professor David Fj'iilay, an- 
other American authority, observinP that this tax or “s'ome 
other form o^ tax on diffei ential pjofits should be continu- 
ed, not merely bec^ause it is just and furnishes a miKli 
needed correction of the workings of our i)rice systems. 
It is the tax that least impedes enterprise* and inisiness 
activity. Indeed, I should like to see the Excess Profits’ 
Tax substituted for all other taxes except the tax on Ian 1.” 
To-day, too, the opinion is gaining ground that not only 
should profits be mulcted but that tlv‘ tax must be per- 
manent. Writing about the tax. Professor Carl 8houp'‘ 
observes, “It will l>e assununl that the tax i.s de- 
signed as a permanent part of the system, not merely as a 
defence- finance or war-finance measui-e.” 

The detailed study of the tax in its various aspe( ts has 
been set out bv me elscwhoi'e.' It is sufllcieiit to nolo here 
that the levy was abandoned after the last war for ilirce 
reasons. First, the passing away of the world c risis brought 
back generally the old capitalistic structure though not in 
all countries and with all its pristime purity. The tax, like 
Woodrow Wilson's dream of a New World, was regard- 
ed as too much of an interference with a ‘natural’ order. 
As Professor Ilaig put it,* the business community con- 
sidered it dangerous because the admission of the principle 
would open the door to a permanent policy of social control 
of profits”, and feared it as a potent socialist weapon. 
Secondly, the revenue needs of the State, became less pres- 
sing and could be met from other sources, such as the In- 
come, Super and Corporation taxes. The revenue con- 
siderations thus becoming unimportant, the ethical as- 
pects of the tax were dropped by the ruling powers. 
Thirdly, there were mflnv administrative difficulties in the 
tax as worked during the war period : they were no doubt 
important but with the return of the old order, attempts 
to improve the structure and solve the difficulties were 
given up. And the present storm in the world wa.s neces- 
sary to revive the tax and thus in 193^^ emerged the A.P.D. 

But the principle that the profit-motive must be con- 
trolled has been recc^nised. Beginning with the arma- 

•The Excess Profits Tax — Disaissron (ibid., p. 23>. 

• QMorlerly Joumiii of Economics. Vol. I,V, No. 4, p. SS 5 - 

’ The Theory of Excess Profits Taxation (to U published short h') 

• A. E. R., Vol. X, No. 4, p. 168. 
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nients industry, regulation of profits has spread to all 
bus i nesses and has meant even complete apprppriation of 
profits. The question naturally follows : Is there in 
normal times a margin of pmfit high enough to make the 
tax operative? This is a matter of fact and a detailed 
study of profits^ points out that the gains in some indus- 
tries and in some eoneerns are large enough to* offer scope 
ff>r the levy of the tax. The following figures relating to 
our country aix? suggestive : 

ih-divnvy Diriilevds dechned (average for 1918-1937) 

duto : 44,7; Cement, lime, etc. 23.3; Paper: 20.6; 

Cotton : 20.6. 

Diridends declared by some Jute Mills:— 


Ooureporc 

Hoogli 

New Central 

Union 

1018 

260 

126 

330 

276 

1919 

420 

400 

125 

250 

1920 

250 

200 

190 

190 

1921 

20 

75 

85 

Nil 

1922 

70 

30 

55 

50 

1928 

80 

40 

60 

60 

1924 

120 

100 

100 

110 

1925 

60 

100 

90 

45 

1026 

30 

80 

40 

65 

1927 

100 

100 

85 

120 

1928 

60 

125 

105 

115 

1029 

50 

125 

75 

70 

1930 

27 i 

75 

30 

30 

1931 

Nil 

40 

20 

20 

1932 

10 

20 

15 

ni 

1033 

30 

20 

171 

27 1 

1034 

50 

30 

20 

30 

1935 

50 

30 

20 

30 

1936 

40 

20 

15 

22i 

1937 

22j 

10 

10 

I2i 

1938 

13l 

Nil 

9 

8 

1939 

35 

Nil 

111 

12 

Average 

82 

88 

68 

75 


• Vide Chapter IV of my forthcoming book on ‘The Tfuory of 
Excess Profits Taxation ' Some portions are published in the Journal 
of the Mysore University, Vd. IV, Part II. 
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An important aspect of the lax is its value as an in- 
strument in planning Capitalist eixinomy. The purpose 
of planning is the optimum utilisation of the avaiiaple 
production and consumption gotwls from the standpoint 
of social needs and social welfare. «uch a ledistribution 
of resources is achieved under soi:ialism by the htate ae- 
terminine the direction and extent of investnieni. Ihat 
is a co-ordinated, pre-planned system is imposed upon 
society by a central aulhoi-ity without the primary con- 
sideratioh of profits. Perhaps, this is a desirable arrange- 
niont but it destioys the prest‘iit-<lay economic structuie, 
A similar re-adjustment of social resources-- perhaps not so 
satisfactory and effective-can I.e ac iievecl with less of a 
,-evoliitina.y change. This consists ui remodelling 
Capitalistic economy by a large dose of wxialism tl e most 
important modification »>eing the regulation hut not the 
extinction of the profit-motive, for without it there can be 
no Capitalism and without control, capitalism cannot 
surviv^ Under Capitalism, investment and enterprise 
are regulated by effective demand which ensures highei 
prices and larger profits. Thus, ihc Capitalistic distribu- 
tion of resources is guided' largely by the prospect 
of profit. Necessaries and some comforts are produced in 
smaller quantities than they are needed because they yield 
low profits, whereas other comforts and luxuries yield a 
higher return and therefoi‘e the vnterpreneur’s energy is 
directed to their production. If these are made less pro- 
fitable by taxation, the enlrepreneiir will seek out other 
avenues to make up the n*<lm'ed profits; getods with less 
margin of taxable profits will Ik* taken up. There is. 
thus, bound to be a rc(Hre<*lioii of investment and entei- 
prise so as to attain a j«x*io-economie equilibrium in pro- 
duction. so far as is possible under ('apitalism. 

Such a readjustment may lie territorial or occupa- 
tional. The former would mean the shifting of (apit^ 
and enterprise to other countries as has actually hapwn^ 
in the case of the United Kingdom and other parts of the 
Empire, where taxation is lower. If measures are passed 
restricting such migration or if the Profits Tax is adopted 
widely, this undesirable tendency would In* di scon raged 
and occupational redistribution would he encouraged, No 
doubt, in the short period, capital enterprise are not 
mobile enough to shift themselves easily among alternative 
occupations, but in the long run. which alone counts in the 

F.22 
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life of a nation, such a<ljnstments would be effected. To 
l om lnde, in tiu* principle of H|>e4*ial piofits taxation there 
exists a practical juethod of arriving at a solution of the 
problem of monopoly profits and of seizing some of the 
iul vantages of s<M*iaiised imlnstry without incurring the 
risks and <lisad vantages of Socialism.^'' The practical 
acce|)taiioe of this pr^sition has brought capitalist eionomy 
nearer Socialism, 


Report of the Committee on T.iXAlion of Profits in 

Great Britain. {A. E. R., Vol. X. No. 4 . PP- i74'7S ) 
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ITS IMPLICATIONS FOR ECONOMIC THEORY 
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P. S. NaRAYAN PRASAn, 

Maharaja's College, Jaiyur, 

III the post-depression litei uture on eunioiiiic planning 
a considerable amount of discussion centred round the 
efficacy of the market os a median isjii for the equi-marginal 
distribution of goods and factors. Assuming rationality 
to be the basis of choice, the market, it is held, is the only 
means for bringing alx>ut an optimal distribution of ije- 
sources. Occasionally, it was even suggested that the 
market etjuilibrium was identical with the economic norm, 
though, generally, such identification was never pressed 
without some far-reaching reservations. The writings of 
Professors Havek and Miscs and those of their followers 
led by Prof. Robliins attacked the Iheojy of planning on 
the score that to the extent to which planning does away, 
or at any rate, effectively tam|>crs, with this subtle machin- 
ery of the market, it is likely to lead to a state of affairs 
in which the net aggregate satisfactions would Ije less: 
and the intelligont adaptation of means to ends will he 
replaced by purely whimsical adjustments based on the 
dictates of the planning authorities. From this, naturally, 
the conclusion was drawij that any extension of planning 
or any gi-owth of Intervention by the ytate in the freedom 
of the market is undesirable from the point of view of the 
^ui-marginal adjustment of means to ends. The argumeni 
has been loaded with such elaborate logic that out of sheer 
respect for iu profoundity one fell tempted to accept it 
as convincing, though the doubt always lurked that this 
elaborate theoretical stnicturc may not be so safe a guide 
in practice as it uiidoul^dly appeals to l>e correct in 
theo^, 

For, against this profoundity of scholarship were set 
argumente which, though less profound. ap|)ealed more as 
being in consonance wi3i reality; at any rate, to the extent 
to which they questioned tlic wisdom of attaching to the 
market such exa^eratc'^l *mportajice. Chief among 
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these dissenters, no doubt, were the socialists, who ad- 
vocated the need for a planned adaptation of resources of 
social ends on the very score that the decisions of the market 
are neither rational nor self-adjusting, There is the 
view of Dobb, for instance; 

"The automatic adjustment and rule of rationality 
which is held to be the special virtue of a competitive market 
can only operate through the influence of price changes 
after the event. Each set of events occurs as a result of 
decisions taken in blindness to other decisions and hence 
on the basis of guesses as to what their joint outcome will 
lx.'. Only after these decisions have been embodied in 
action will the resulting price movements afford evidence 
as to the facts of the total situation and so furnish an 
automatic corrective. But where decisions have to be made 
some distance ahead of the market events into which they 
mature, as is particularly true of all act of investments, 
this c^or recti ve of resulting price movements may not occur 
jHThaps for a iwriod of many years. In the meanwhile 
guesses have to serve for knowledge and mistaken deci- 
sions continue to l)e made and emb^ied in action, and the 
legacy of the mistakes may |)ersi8t in the lesulting malad- 
justments for years and decades.’*' 

Not only the socialists but even othe?* economists of a 
loss red hue,- (perhaps not red at all f) also raised their 
voices expressing doubts regarding the infallible sensitive- 
ness of the market mechanism. If the market is a satis- 
factory instrument for the attainment of equi-marginal 
distribution how can we nccej)t this fact in face of the 
glaring contradiction of tlio widespread reality of d^p 
penury existing side hv side with sybaritic luxujy ? If, 
on the iontrarv, the iharkct is capable of bringing alx)Ut 
an impei fcct and distort'd emlnxlimont of the economic 
noun . then |K)ssiblv , the alternatives to the market 
nuH'hanisrn nee*! lo Ix' >H'riously considered. For, there 
eertaiiily is an economic norm implied, if not explicit, 
oven in the writings of the |)ositivo purists, in the concept 
of the “equi-marginal/* particularly the “equi-marginal^ 
adaptation in a social gitmp; though the definition of this 
“equi-marginal** is far from being a light task. And who 


' Dobb : Poiiticat Efonomy and CopUalisrfv, p. 27S. 
* fg, Mfs. Barbara IVcotan. 
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can assert that this norm is being realised in actual 
practice? Says Mrs. Barbara Wootaii : 

“ If the yardstick which the market fsahions is 
in fact an aauraU' and reliable measure of 
intelligent adaptation of means to social 
ends, then we have indeed an instrument of 
superb delicacy and subtlety, and the prob- 
lem of adjusting ihc <Miiiflicting puiposes of 
the various inemlK*rs of a social group, which 
look so formidable on the surface, is hardly 
a problem at all Hut thanks to this essen- 
tial unity nf off market relations, if the 
yardstick is n little faulty in even a few 
places, then lliu of any structure built 

upon it is consequently modified and the 
original fault liable to be repeated and 
magnified indefinitely 

luriher, the kind of market tliat is supposed to have 
the competence to bring about a perfect equi-marginal 
didtribution— the market in which competition is perfect, 
consumers have the freedom and the perspicacity not only 
to choose rightly but in degrees jequired to make equi- 
marginalitv possible and one in which there are no very 
serious differences in wealth that might interfere 
the marginal utilities of money on the one side and ot 
goods on the other — a market like this is indeed rarely 
possible, if ever at all , , , - 

If all this be true, it follows that “ it would l>e in- 
evitable and proper that inteivst should shift away from 
the market and all its works towards the possibility of 
improving upon the known alternatives to it, for, the 
prolonged study of a method of distidbutin^g j^esources 
which is convicted of always distributing them badly is 
not a pastime to which minds that are blessed witft a 
of practical responsibility will happily l)etake the 
selves 

While this is the path along which theory moved, 
the practice in the capitalistic countries tended increas- 
ingly to restrict the scope of the free market. 
boards minimum wage legislations, import export 


• Barbara Woolan : iWrf-, p. 182. 
*6^rbara Woolan: ikid., p. 211. 
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exchaikge uontiols, all tended to bring about — particularly 
since tne Great Depression — an increasing sector of acti- 
vity outside the free market- More than this, the present 
war has violently shifted our interest away from the 
market and all its works towards the |)OMibility of improv- 
ing upon the known (perhaps even the unknown!) alter- 
natives to the market. We have not waited under the 
stress of the war to refine and improve the market, it 
was found to he imperfect, and a free majket has been 
found incapable of achieving the main objectives in rela- 
tion to war. In nu»st countries in*i only prices, hut wages, 
profits, invest men Is. expeiulitnix*. IraJisport, even I he dis- 
posal of ialiour, the exchanges, in fad. all the asjjccts in 
which the mai kcl-incchanism is norjiialiy at work Jiave 
come under (oiUmjI in order that the priiiiary social objec- 
tive msy he achieved. The niarki’t could not be left to 
itself in any aspect of ec'onomic Wiaviour in which the 
e<jui- marginal distribution is the norm. Control has come 
to lx* felt necessary in order to bend the resources of the 
countries to the end in view. It has, in a way, emphasised, 
perhaps by exaggeration, the natui-e of the imperfection 
inherent in the mechanism as a '"referendum of the wills" 
of the millions whose decisions it is supposed to reflect. 

This, in my view, emphasises one particular aspect of 
the limitation of the m<arket — vit., that its very freedom 
makes its works iiiconijjatihle. to some degree at any rate, 
with the fulfilment of the social purpowa, if any, that the 
State may have in view. The market is an instrument for 
the adjustment of means to ends in a general way or its 
own way; but it is <loul>tful. if its way is identical with the 
way desired by the com muni tv in general. It is here that 
the questimi of defining whai is exactly “equi-marginar’ 
becomes imfierative. One way of interpreting this is in 
value U*rms, where value is jneaaiii*e<l in terms of some 
variety of money. But this view fails to take account of 
the conflict that has lieon iheiv for long, but more promi- 
nently since the time of Ruskin. between wealth value on 
the one hand and values taken as a whole from the social 

g )int of view and as it really happens in life on the other. 

ven supposing- not granting, that the market is a sound 
instrument for equi-marginal adaptation of resources, that 
would bring about the maximum possible want-satisfac- 
tion, the assertion offers no answer to the question, whether 
the objectives of the State or society, are limited to the 
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norm of inaxininm want-soiisfadion. Stales and com- 
munities have olhrr olijetlivos. even when we eoiiliiic our 
attention Xtt ihe |nii-ely cKononne sphere, the inirsuit of 
w hie 1 1 may oftVr a just ifieat ion against the ohiectivo of 
max i mu in wnnt-satisf«aclion. The i-estmiuts which have 
roiiie Xi) 1h‘ exeivisfil in most cotinirh^s on the fieedom of 
till* market, in fact, .seejii lo l>o designed to limit the free- 
dom for the nmximisation of individual want-satisfac- 
tions in order that priority may Ih‘ given to tlie require- 
ments of corporate want -satisfaction. Kveu Ik* fore the war 
the %v})ole sjihere of activity relating to industrial protec- 
tion, mijiimum wages, marketing, inqmrl and e\])ort 
hoards, labour legislation. snl>sidised production. e<riication 
and public health, etc,, have thriven on the only ground 
(hari'ing some exceptions, niulonhle<lly) that the states, 
as a pai't from the sections of which they are composed, 
have objectives distinct from and in all these cases in con- 
fli<t with, one or atiother of the individual oj' sectinnai 
wills, and the ilesiro for the jeali'^alion of these social 
ends makes It obligatory to InqKtxi* restraints on the free- 
dom of the market. 

Here the ends in question need not necessarily he the 
ones pres<Til)e(l Uy the economist. The economist, it may 
even Ik* assumed, remains nenhul between ends; Imt that 
does not eliminate the ptirsull ttf certain ends considered 
essential by the State, and to the extent to which the ends 
it has in view ^•onHh’t with the “entls’‘ the ntarket mecha- 
nism enables ns tr> realise. <iintrol and intervention l>eeome 
inevitable. 

Thi.s seems to 1 h‘ the case for one particular reason. 
We can aecept the decisions as regi.slered on the market 
place as embodying sonn<l social values only on (he assumn- 
^ whatever hap|Hms there Is neiC'^sarily souna. 
That the market offers a vri/nrol mei banism for the adap- 
tation of means to emis. (natural in the sense of a thing 
that has had a spontaneous evolution) may be easily 
whether this nafnra! adaptation is also an 
me/?/ adaptation or at least Unrfs to lie so seems a doubt- 
ful matter. And if there is any single moral to which the 
history of interventionism points out, it is this— that this 
natural adaptation Ls often, and at many points, in con- 
flict with the adaptation deemed desiralde (for sound or 
unsound reasons,) by the community; and for this reason 
the State has attempted to bring about not merely the 
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maximisation of want-satisfaction but a minimisation of 
mutual compatibility of wants, reconciling with different 
degrees of siuc-ess tfie sectional with the general purposes 
or ends. 

The argument in favour of a complete free market, 
in fact, reminds one of the argument in favour of philo- 
sophical anarchism. But. just as anarchist views of 
liberty notwithstanding, it is found necessary to restrict 
liberty within limits of law, in the etonomic sphere it 
seems essential to acc^ept the need for restraints on ^ the 
market- freedom, if scKual objei'tives are to be realised. 
And in spite of Prof. Robbins lusty denunciation of 
Keynes for having advanced the view that the case for a 
free market is analogous to that for anarchism’* there 
seems lo In* a fairly widespread acceptance of the belief 
that the awards an<l disposals on the competitive market 
only offer a solution which may not he in oon^nanee with 
the general good. I believe that Prof. Knight accepts 
some such view in calling attention to the utter inappli- 
oahility of the notion of a tendency towards a price equi- 
librium to history in the making to the changes in opi* 
nions, attitudes and institutions.* The writings of Daven- 
port seem to be “inspired bv a determination to deal a 
knockout blow to the assumption of a rough coincidence 
between individually gainful and socially valuable occupa- 
tions. Even Marshal, perhaps, called attention to this, 
when he maintained “that sources of individual or social 
decay are sometimes most dangerous, when they are 
associated with great achievements and rich benefits. • 
The capitalistic market mechanism has enabled us to 
produce great achievements and rich btmefils; but within 
It are also embodied sources of individual and social 

decay. . 

If there is anv substance in these arguments, the 
inroads made on the free market by the interventionist 
acts of the State seem to have sorne justification in prin- 
ciple, although, there may be no justification for some 


* Rohbinc in F.coni>mic Phnnhiff awrf /»tcr»atiOMal Order. 

F.thiex of Cf»u/*eftfh» on Dynamic and Sutic 

Theory >- . ,, 

’ Wicksteed’s review of Devon port’s Economics of Enterprise. 
Economic Journo! , I9I4* P- 4^^' 

• Marshal : Industry and Trade, p. 175 . 
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particular varieties of intervention. In fact, if economists 
are to adopt a strictly j)Ositive or scientific view towards 
economic analysis, they would seek to explain in scientific 
terms why there is siuii n uni versa I growth of the ten- 
dency to impose checks on the freedom of the Jimrket. 
Rut strangely enough, instead of attempting this, some of 
them are merely content to deplore the giowth of these 
tendencies on the gi'ound that they are departures from 
the ideal (!) norms of economic liheralism. 

Nevertheless, planned intervention has become, in 
most markets, an accepte<l fact. It is perhaps no exag- 
geration 10 say that such planning is accepted as an in- 
strument complementary to the market mechanism for 
bringing about the most economical <iisp(>sal of resources. 
It may ne, that in irnlividnal cases, inlervent imi has been 
carried too far and has Ikhui apjjlied in too many cases, 
hut mistakes in its application cannot lake away the 
re<ognitlon of its utility as a complement to the jnarkel. 
The New Zealand, Austialia. Smilli Africa. Ijerniany, 
America and in the United Kingdom itself, the Inst de- 
cade has witnessed the increased curtailment of the s(ope 
of the free market and fls i)lace taken by ))laune(l acti- 
vity. The present war has only further extended llie 
sector of this control ; and for years to come even after the 
war, it is likely that the nmls of reconstruction may dic- 
tate the continuance of a good many of the restraints now 
imposed on the freedom of the market. It seems, indcc<l. 
too late in the day to -<it rlown and lament that the free 
market is Ireinp given up. The e<‘onomist as a scientist 
slum hi try to dmeover the causes for this universally nmni- 
fested tendency, in order that this understanding may hel[> 
to a better practical direction of this evolution. 

Possibly, the et'onomist ran even do more, than mere- 
ly explain its causation. It isopen to him to irrdicale the 
direction in which the exercise of suc'h restrictions may he 
economical, and those in which it would not l>e. He can, 
in general, help largely, in planning the plans and 
restricting the restrictions to the extent that may l>c 
adequate to subserve the pur|>oses in vieny and to bring 
almut the pi*oper harmony }>etween the social and .sectional 
claims. Nor does it seem to Ik* right to l)elieve (hat [jhiii- 
ning, however it might l>egin, is fv)und to lead to 
communism and the complete elimination of the free 
market. 

P. 23 
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Ar Prof. Pigou rightly pointed out, the issue really 
(loos not seem to be bet wot* n capitalism with a completely 
free market nnci soeualism with its complete elimination. 
'Phe capitalist soi'ietics have in their midst large publicly 
owned aggregations of capital; and public expenditure in 
an increasing nniijl)er of states is becoming I'esponsible 
for the disbiirsi'inent of Inrge slices of the nation’s real 
income— treiuls which nro essentially socialistic in nature. 
On tile other hand such avowedly socialistic economies 
(general or national) as have come into existence have 
not been able eomplelely to dispense with the market 
mechanism. It may not be jxissible for us to venture on 
prophecies dcs< ribing the likely nature of future institu- 
tional (^luuiges, hut if the i>resent increase in the co-efficient 
of sul)stitution of ilie {ivc market by the controlled market 
indicates anything it is |H‘rhaps this, that we shall possib- 
le realise through this evolution that proper balance 
iH'tweeii individualism and socialism, made possible by a 
market in which the free and conti-olJed sectors are them- 
selves in a [msition of equilibrium such as would enable 
the most economical <list)osal of resources considered 
from the indivitlnal as also the iwial points of view. 
Iixlividualism, with its simplicity and generality, its 
impartiality between one man and another, its foundation 
in individual freedom of taste and choice is too precious 
ever to disappear completely and to that degree the mar- 
ket as an apparatus of individualist economy may not 
disappear. Rut at the same time the attractions of a 
social istir economy, the avoidance of the social cost of 
monopoly, the possible elimination of the trade cycle and 
unemployment, a better perception of the relation of 
public' needs to those which supply other utilities, the 
allocation of resources by design rather than by induce- 
ment and the ability to act on wages directly — are all 
objectives which are likely increasingly to induce the 
acceptance of social control and to that degree impose re- 
strictions on the market mechanism. The economist will 
perhaps render a sounder service, if he recognises this 
tendency and helps to discover that equilibrium position 
between the free market and planned disposal that is 
likely to bring about the largest possible admixture of the 
merits of the two economies with manv of their respective 
limitations eliminated. 



STRIJCTUHAL CHANGES IN THE CAPITALISTIC 
ECONOMY IN RELATION TO ITS RATIONALE 


BY 

H. Venkatasubbuu 

I 

Though the rationale of capita I isjn that tlic f lec [‘lay 
of individual economic interest works out to the maximum 
benefit of all was never universally and at all times true, 
the area of their coincidence in society was consideiuiilc 
during the whole of the ninetc*enth century. Ilut every one 
knows how concurrently witli the extension of indusiriali- 
zation to eastern and colonial areas and tin* growtli in m(»- 
dern industry of factors like the size of business units, 
technological change and combines, a gradual shrinkage 
occurred in area oi this coincidence, and how during the 
past two decades the coincidence completely faded out 
when monopoly, coupled with the private manipulation of 
investment credit (‘finance-capital’ in the Maj'xist tor mi- 
iiology), seized capitalistic inefustry. 'I'hc most daiimginc^ 
aspect of the new trends was undcr-cniploymiit of Iniimm 
numbers and othcj* pi^oductive resoujx-es : ' For, wlnitovci 
the method by which it organized production ami dislii- 
bution, the promise of capitalistic economy was continu- 
ous elasticity. and Keynes leally wrote its epitaph when 
ne declared: ’‘It is in determining I he volume, not the 
direction, of actual employment that the existing system 
has broken down. * Lord JStainp defined economic pro- 
gress as the orderly assimilation of innovation into the 
general standard of life,” and under innovation he listed 
science, better ideas about money, more social confidence 
in banking and credit, improved political and sot'inl sccu- 
iegal frameworks for the better production and 
dmusion of wealth.- If such was the innovation to be 
assimilated in an orderly manner to cause economic pro- 
gress, then it is clear that the capitalistic economy that 
immediately preceded and followed the Depression almost 

* The General Theory of Employment, etc., p. 379. 

• The Science of Social Adfustment, pp. Sj ^’7- 
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oomplelely in its mission of economic progress. 

When the system no longer caused economic progress its 
rationale broke down — as it was palpably absurd to main- 
tain that the ‘maximum beneRt of all’ was compatible with 
economic stagnation, — and stripped of its rationale there 
(Rvuned the <1 anger of the system forfeiting its claim to 
exist as the premier institution of civilized society. Econo- 
mic thought was dislodged from the position it had taken 
u|) foi’ some considerable time. But the traditional eco- 
nomic analysis did not countenance any structural change 
))y external (.State) pi-essure 4rhat miglit disturb the har- 
mony of its set analysis, while it condoned structural 
cliangc by internal (monopolistic) pressure as acts of ‘in- 
dividual economic intei'cst' which had been assumed to 
work out to the ‘maximum benefit of all’: “Added to 
the scientific dogmatism that things actually did work 
out according to the cxjHjctations of the theory, was the 
ethical <logmatism that it was just and right that they 
should, ami anyone who proposed an attempt to modify 
till' social order away from this pattern was not only fool- 
ish hut vicious as Well.’*’ This philosophy acU'cl as 
comploincntary to empirical actuality and hence the 
l)ieaK(lowii of the system was complete. 

II 

The fu ml amen la I controversy which this I»reakdown 
has rmhtlv engendered is whether the structure of nation- 
al economies should l)e (1) wholly planned or (2) wholly 
competitive or (3) a combination of planning and compe- 
tition, in all cases the State being accepted as the agent to 
iiriiig' about the needed structural change. Complete 
planning is outside the scope of this paper. Before con- 
sidering the other two. however, it is necessary to refer to 
certain structural activities in capitalistic economy which 
arc classed under planning, but which are not earned 
through the a gene v of the State. There is a tendency, 
iiarticularly in the United States, to use the term plan- 
ning’ for activities that are strictly senes of rationaliza- 
tion with or without monopolistic combination. Such 
activities ‘eliminate* competition only lo intensify it, 

5 Exf^hraliotis in EcOHomics : NoUs and Essays i» honour of E. fV. 
Taussig, p. 3 ^. 
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while real planning implies, the eliminntioii of ciunpeti- 
lion as nn act of reUucing the men of conijH'Utive struc- 
ture ill the national economy to faeiliUlc full em|)loyineiii . 
This latter can be accomplished only through the agoncv 
of the State. For. the ‘plans* of rationalization and com- 
bination engineei*ed bv entrepreneurs which started wiih 
cost cutting or output control in the lie Id of industry have 
failed to produce the chain of consequences tliat was pro- 
pounded to follow such a start- lk*cnusi*, the gain was 
not so balanced between higher pn»fits and higiiei* wages 
ns to c<ause an appreciable increase in purdiasing power; 
and the home prices and exj>orl prices were not so balanc- 
ed as to maintain a simultaneous demand at lionie and ab- 
road. Without tliesc no widening Jif llie uiarkoi 
occurred tliat couhl advance fuller ulili/.aU<iii of pioiliie 
tivc resources. Tlie trends in iinlnslry ami trade during 
the p re- depression years in 01 * 051 1 Ihiiaia. Ucrinaiiy 51 mi 
the United States arc examples ai the h amluleiu e of enlrc 
preneurial planning. Such plans not only did not lead to 
})roHpcrity but led to depression. No less ix hsiseo was 
entrepreneurial planning undcrlakcn on the conqinlsiun 
of the State. Tne post -depress ion N. H. A. Codes in tin* 
United States are tne outstanding examples of such ))lan 
ning, and these could not uphold its pet theory — private 
motivation with public ‘supervision’, as the two refused 
to combine. For, I'educing horn's aiul incivasing wages, 
witli its prospect of declining prolUs. damped ibe ] 5 rivatr 
motivation to restart business, with the result that no cx- 
)) an si on occurred that could take the economy anywhere 
near full employment. And the compelled plan from tho 
credit side — that of credit expansion — lap.sed for want of 
users. 


Ill 

'lo take u)) a wholly coinjietitive econ<niiy, it is well 
known that for some yea 1*8 now a -srojill, but iulluenUal, 
group of economists is preaching th.at the rational met hod 
by which capitalism can l)e restored its rationale is for the 
State to leaa capitalistic economy back to the* cotuntjon o) 
perfect cempetition. freeing it fi-oin its present monopohs- 
tic fettei*s, dissolving the iirivatc eoiKfiitration of [>ower in 
industry and finance. In the words of Duibin this method 
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seeks to recerse the inslitutioDal trends of capitalism to- 
wards the elasticity that was its in the earlier stages of its 
evolution, as opposed to the method of combining planning 
with cojjipetitioii which deflects the same institutional 
trends “towards a new, more mobile and more consistent 
centralized or collectivist system.” ‘ This reversal im- 
plies a restatement of tuissez faire. It is not a saving of 
private enter prist* system from outside intervention, but a 
saving <if il fnnn i(s own intervention by outside interven- 
tion; not that outside intervention is wrong in principle, 
l)iu that it is wj'ong if and as long as perfect competition 
]) revails and right if and as soon as it is superseaed by 
monopoly; that intervention to rob private enterprise 
of :i cerlnin area of competition is not justified, 
hut intervcnti<m to restore to private enterprise 
the area cin'tailcd to it by its own excesses is justified. 
Thus in terms of the old taissez fairs ^ the new laisssz fairs 
means killing Inissez fairs to restore laissez fairs i The only 
cxnm|>le of this economic philosophy being put into a sys- 
temntic nml sustained praoHce is the anti -trust enactment 
in dll' Tnited Slntes. omliodied in the Sherman, the Clavlon 
ntnl llie Federal Trade Commission laws, and its working 
through a combination of trade practice conference rulings 
and judicial interpretation. Challenging the economic 
legitimacy of pric‘e discrimination is the core of these laws. 
Fxccf)t for a brief period under the N.R.A. they have held 
sway over American business for over a quarter of a 
century, resulting in prosecutions by the hundred lannche 1 
by the Department of Justice and administrative fiats by 
the thousand issued by the Federal Trade Commission. 
Witii what result? No higher level of i>roduction occurred 
that balanced against consumers’ freedom of choice, and 
business went coiitractionist and underground. If anti* 
trust laws had succeeded in restoring elasticity to capital- 
ism by enforcing free com|)etition. wh^ should President 
Roosevelt, in 1938, go back to first principles about it? 
For, in his jucssage of that ye<ar to Congress “Transmitting 
Recommendations Relative to the Strengthening and 
Enforcement of Anti-Trust Laws” he spoke of it as “a 
programme whose basic thesis is not that the system of free 
enterprise for profit has failed in this generation, but that 
it has not yat been tried,” and “whose basic purpose is to 


• The Politics of Democratic Socialism, pp. 146-47. 
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Stop tbp progress of <*olle4 1 ivisni in lnrsiiiess aiiil Inrii 
business back to the democratic competitive oiiler.*’’ 

IV 

Planning industry and banking, retaining at tlie same 
time less disturbing parts of com j>eti lion and jirivate 
enterprise in them has Iwii the most canvas-o I struciuinl 
change in the post-depi'ession years. It is to Iv a sort of 
economic diarcliy consisting of n controlled half and a fieo 
market, hnlf-conrtol in the sens*' of real planning as 
explained in Section II, A st^ction of opinion lias nmicridcd 
on theoretical grournls that (in the words of I rof |jau*is) 
"nobody has yet demonstrated how planning and vomia‘ti 
tion can be rationally combined."** But has the fiU|>])ORod 
theoretical irrationality of the combination come in tlic 
way of its practical utility? The practical utility of n line 
of action to any economy should be judged by the extent of 
its ability to uphold the rationale of the economy wliich is 
inseparable from economic progress. Now ilie rationale 
of capitalistic economy is wholly dependent on full employ 
ment. Rut the economy has moved away from et|uilil)rium 
at the level of full employment because it has outgrown its 
classical postulate of perfect competition. Therefore any 
measure that will restore to it the equilibrium at that level 
must he deemed to be of practical utility to it. Keynes 
recc^nizea, in principle, this function of economic diarchy 
when he suggests that "if our central oontrrds succeed in 
establishing an aggregate volume of outiuit corres)Jonding 
to full employment as nearly as is practicable, ihe classi<'n) 
theory comes into its own again from this point onwards."* 
I hat these central eonti'ols should take the form of State 
ownership of a sector of production and banking, and that 
only when they take this form can they i*eston* full rni|d<)y- 
ment has been the conclusion of those that favour combin- 
ing planning with competition. To this contention it is 
difficult to adduce empirical evidence ns nowhere as yet 
has economic diarchy been tried in such systematic 
manner, and over a jieriod of time sniriclcnt i<> yiehl 

*The Am. Econ, Reinx'Supt^hwcMi. June |». 

^CoVecirvist Economic Planning , p. 241. 

’ General Theory, p. 378. 
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genernli nations, as complete planning in Soviet Russia and 
pseudo-planning and U'ee competition in the capitalist 
countries. In this matter it is an utterly unequal contest 
between econoniit* <liarchy and these others, though the 
way in which post -depress ion central banking in Sweden 
ond Nazi (Jonnany has worked for the restoration of full 
employ inont may l)e cited as a pointer. Anyway if a 
combi nation of planning and competition succeeds in 
achieving this end it will be difficult to see how such a 
combination winch rest 01*68 to capitalism its very rationale 
can be irrational, though its rationality cannot be 
Memonst rated* on |)ai)er. But the process necessarily 
implies that the capitalistic economy can be restored its 
rationale onlv bv making it partially capitalistic. The 
parailosical (-(mcliision of the controversy will be that 
capitalism will again U* its own self when it partly ceases 
to he its own self I 



SOME STUrCTUEAL CHANGES IN THE 
l‘OST-WAU WOKLD ECONOMY 

DY 

Anwah Iqbal Qituekhi, M.A.. M.Sc. (Econ.). Loudon, 

Pli-D. (Dublin). 

Head of Economics Defxirlmvnt^ (hmania Unirersity. 

'J'hc science of Economics is laced to-day with very 
complex problems. Old oixlci* has Iweii changing giving 
nlace to new. As n result, the task of the economist has 
Deco me much more diflicult. A branch of economics has 
• cropped up which, in my ‘'State and Economic Life*' I 
have styled Government Economies, the predotninantJ 
feature of which are quotas, exchange control, competitive 
depreciation or devaluation of national curi'encies, and 
scores of other restrictive measures. The last great 
depression which started in 1929 and continued in many 
countries until 1035 was |^tlia])s the longest and the 
severest depression which this world of ours has perhaps 
ever witnessed. Scores of new theories have been expound- 
ed to explain this phenomena. As a result of state inter- 
vention a new technique of economics control has been 
established, the repeicussions of which have l)eeu far and 
wide. International trade has 1>ecn strangled, policies of 
economic autarchy have bet»a devt’hq)ed, the most favoured 
nation clause, which before the war was I ho most dominant 
feature of world economy, has given way to bi-lateral trade 
agreements. As a result of exchange control it has Income 
inevitable to develop the technique of clearing agreements. 

In other fields the changes have also b^n very con- 
siderable. In the field of currency and credit very pro- 
found changes have taken place. The policy of budgetary 
contit)! has almost been revolutionised. The old policy of 
balanced budgets has given place to unbalanced budgets. 
Before the last Great )Var, a balanced budget was con- 
sidered an inevitable sign of sound finances anti every 

E ossible effort was made to attain that end. Now un- 
alanced budgets have come into fashion and are consider- 
ed a sign of progress. 
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A student of Economics is bewildered at these changes. 
He is faced with new theories. In order to understand 
these new theories it is essential that we must study the 
causes which have led to the rise of these theories. With- 
out the adequate understanding of this background one can 
hardly comprehend the new theories. 


Part I 

Changes in Trade and Industry 

The war and the post-war changes profoundly affect- 
ed the economic structure and activity of the modern 
world- Europe was thrown into chaos resulting into 
serious dislocation of its trade, and commerce and 
industry. The hostile armies overran the green fields and 
destroyed crops. Owing to large transfer of able-bodied 
men, from industries and agriculture, to the army, produc* 
tion was seriously han<iicap|)ed in Europe. 

Money systems were cripped, debts were increased 
enormously and accumulation of capital was seriously 
hindered. Russia withnes^d a bloody revolution wmch’ 
changed its basic economic and social structure. The 
completion of war in Europe witnessed another mad era. 
Revolutions were in the air and the economies of Russia s 
neighbouring countries had to be considerably changed. 
Land was split up- The number of nation States increas- 
ed. On the other hand the New World was also under- 
going a colossal change in economy. Under the slogan 
tiiat “f^d will win the war” and pleasant stimulus of 
rising prices tremendous increase took place in the produc- 
tion of food crops. Metaphorically speaking overnight 
the U-S-A. from a debtor country became a creditor 
country, but unfortunately kept the mentality of a debtor 
country The post-war world failed to realise the full 
implications of the new changed conditions with the result 
that maladjustment continued. Restrictions to trade and 
transport which originated owing to war. continued <mite 
considerably in the post-war period. Although tremendous 
efforts were made by all countries to increase productiOT, 
but the same response was not witnessed in world trade. 
Again population in the post-war world failed to maintain 
the previous level of growth, and less and less was being 
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spent on food. Coiili-nry to tliis, economic development 
continued. 

The main im]>etus to economic activity all or 1025 
cnine from extraordinary advance in industrial technii|ue 
and inaiia^omeiit — “rationalism'* in agriculture as well as 
ill manufacturing industries. The increasing development 
of motor transport and electricity Ictl to increase in tians- 
poi t facilities. Exerpt few iimntrics (ncRahly France) 
currencies had lx*en stabilised by 102.*) ami international 
lending on large scale had begun. By 1929 Europe had 
completely recovered from the ravages cd’ war ami the 
ec[U ilibrium between Eurojie and the rest of thi* world hud 
been achieved. But far-reaching changes were also going 
on, For instance, the tochni(|ue of licating and generating 
power bad altogetbor changed. 'I'his was del ri menial to 
the coal trade. The production of crude pctrcileuju in- 
creased by 39% Ivtween 1925 — *29, The growth in the 
production of electric energy was still gn^aicr — 50°^^, The 
manufacture of motor-cars iucivased b\ 29' The tonnage 
of motor ships which was only 14% in 19)9 of tlie total 
shipping tonnage inci*ea8ed to 44^^. 

A plentiful supiily of raw materials at falling prices 
was countcrbalancecl by a contraction in the tleniand foi* 
finished products. Cotton industry was undergoing a 
serious strain. The leading European exporters of cotton 
goods were adversely affectod by the cxpan.sion of cotton 
industry in Japan and India. XVcsjMcm and worsted trade 
failed to show any expansion although the w(*rld ju'oduc- 
tion of wool had considerably increased. The Max and 
hemp trades were unable to maintain the level of 1920. 
The tj’ade level in Europe lietween 1925 — *29 was greater 
than in 1919 — ’25. This expansion of trade was due to 

international lending, but this must l>c untlerstood, that the 
nature of these loans was diffei-ent from the pre-war loans. 
The pre-war loans wei-e mainly for develojjment purpo^s 
and as such had very favourable long-term effects on the 
prosperity of Europe. But the industrial loans between 
1925— '29 were mostlv for developing indu.stnes in the les^ 
industrially developed countries and consequently hac 
serious repercussion on European trade in inanutacturea 
goods. 
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Part II 

Changes in Demand for Agricultural Products 

We have described above the structural changes in 
industry and trade. But the changes in demand were not 
less significant and h<ad very far-reaching effects on world 
economy. The intensity of the changes in demand of 
various commodities are very peculiar to the post-war 
period- This is explained by the changed outloOK on life 
which came nl>out owing to war. The liberation of women 
and the habit of smoking in the fair sex and their increas- 
ing absorption in trade and industry had far reaching 
effect on life. Certain new things had appeared. For 
instance the increasing use of motor-cars considerably 
clianged life. Again, in oortnin countries State education 
nnd social insnramv against nnemployinent, .sickness and 
old age, have had the effect of diverting a part of national 
income from investment to consumption, The increasing 
employment of women resulted into lai^e family income. 
The continuous employment of women was further 
strengthened by the lower birth rate, and the successful 
spread of the birth control movement. But the most im- 
portant cause of all these changes is the increase in the 
demand for various commodities due to increase of pro- 
ductions in various parts of the world, as a result of 
which the national income has considerably increased. 
Owing to increase in the workers’ standard of living the 
unit of family has a constant tendency to decrease and 
we find to-day that the numl>cr (»f children in most Euro- 
pean countries is far less as comimred with the pre-war 
jieriod. For instance, in Oormany, children under 15 
year.s of age const i tilled of the total population in 

1910, but this figure di'oppeci to 2'5 8 in 1925. Similarly 
in England the niimlier <lec teased from 30% in J021 to 
25% in 1928. 

The result of this tendency has been that less is being 
spent on children specially on their necessities. Thus 
income available for exf)enditure on objects other than 
the prime necessities of life has been growing rapidly. 
Taste and leisure have been indulged nnd the offer of 
novel products, which enhance the comfort and amenities 
of life, have met with a ready response on the parj 
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of the consumer. The diet of the western countries is 
lighter and more varied, more ox])ensive. more adapted 
to the needs oi tlio society in wliidi manual labour is dimi- 
nished in imiJortance. There has been a relative decline 
in the world consuni)>tic>n of cereals and a heuvv growth 
of ivKiit. dairy prodiU'Is. ami siuiie oi* the c<dojiial goods. 
Cotton and wool have been giving [>lace to silk and artili- 
cial silk. Lighter and liner chiinitig is now rei|uiri'd and 
motor cars, wneless si*ls. gramoplnuies, eltn irii apjiliances 
of all sorts creating and satisfying new demands have 
gradually permeated the world tnarkets. 

Tile world consmni»lion of siigsir iiiciva.sed \cry In*- 
mendously f)ctween nml in2h-**2h - “n® . 

Again there Itas l>een a marked tctideiicv 
parts (if the world — esjiecially in Aiaeriia am 
Europe, foi 
stuffs which 

f)roducts, ready cooked meals and vegeiahles 
eaten far more now, 

This tendency has had serious effects on ilie incomes 
of the local farmers. Of course these observations do imt 
apply to poor countries like India, China, etc. 


Ill many 
wesiiun 

tlie demand Ir^shiH awav fiorii llio'^e hind- 
iHajuirc much prc»|»aralir»ii ai borne. <'aiuie<) 

being 


Part ITT 

CllANOES IN THE DEMAND Fi»R 
Industrial Prooucts 

The changes in the demand for* iiulustrini products 
have fx^en even more striking. Hi^^ing income men ns that 
a d(H*hning ))orcontago is s|>cnt on foodstuffs and an in- 
creasing ))ercentage on other coiiimodities. Moreover 
habits of consumption have Ikjcu revolutionised by the intro- 
duction of cei tain other' recent inventions of motor' cars, 
aeroplanes, wii'eless, graiao phones, cinemas, etc. Tliis 
revolution which has effected to a greater or lesser extent 
all classes of society in all parts of the world is one of the 
outstanding phenomena in the social history of the decade 
pre<'eding the (le[>reH.sion. Thu introduction of motor 
lorry in India and its spread to the villages had serious 
consequenees for the Indian ryot. It has ojiened tlie outer 
world to them, travel has become less arduous and less ex- 
pensive, thereby it has brought the towns with all their 
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attractions nearer to them and we find that this expendi- 
ture on cheap imported articles has been increasing. As 
such it may be considered an increase in his standard of 
living. Instead of the village '‘Khadi” he now wears 
the pi od nets of Bombay, Lancashire and Japan. The 
easy means of conveyance have brought the law courts 
nearer to his Joel's with the consequent ruinous results of 
litigation. On the other hand, the village cart, his 
major suhsidiarv industry, has been displaced owing to 
competition with the motor lorry for the transport of 
gooris. Viltago industries have also suffered very seriously. 

Wo shall give Mow an indication of demand in some 
lending countries for these new products. 

'riie mimlHT of registered motor cars (excluding 
lorries) in the United States increased from 7 million in 
19l<) to '214 million in During the same period 

tliey incieaswl from 200.000 to 998,000 in the United 
Kingdom. Tremendous increase also tool^ place in Africa 
and A.«ia. In the l)eginning of 1922 there were only 60,000 
wireless sots in the U.S.A. In 1028 this number stood at 
a very im[)ressivc figure of 7^ million. There was a simi- 
lar list* in other countries. In Japan the number rose 
from G.OflO in 1024 to 730.000 in 1031. 

Tlie torulency for demanding conveniences and luxu- 
ries of life was to be seen almost in all fields. The construc- 
tion of residential Imildings, meeting the demand for bath 
rooms and modern household appliances has bwn rapidly 
incrensin<» The value of electrical and household appli- 
ances made in the U-S.A. at the beginning of tl^ war was 
less than 31 million dollars, in 1937 it to 77^ million 
dollars. The consumption of cigarette has increased tre- 
mendously. Almost all consumption industries have felt 
the influence of inci-eased demand in fashionable commo- 
dities Amusements and sports absorb more and more 
of the time and money of the community and a number of 
indu 5 tries. manufacturing articles of sport, buildings, the 
cinemas have increased in number during the period under 
revie^v. 

From these observations we are led to the conclu- 
sion that the changes in the demand in the period under 
review were not only considerable, but had far-reaching 
consequences. A special feature of this change is that a 
considerable part of the new demand is less stable than 
the old In other words, the new demand ia more elaetm. 
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I’hc satisfaction of mom secoiuiai-y needs has come to play 
a muck larger role than lK‘foi-e ami the eha racier of these 
needs and Uie goods and services required to satisfy them 
are likely to shift more easily. Therefore the task of bal- 
ancing consumptive and productive capacity would ap- 
pear to have been more dillicult, tiiau Iwfore the war. 

One of the main reasons for the severity and tlic pro* 
lougivity of the last depression was tliat demand for a 
number of commodities was of elastic nature and this 
could be considerably redui'cd for a long time. In conse- 
quence of these new highly clastic demands, the equilibri- 
um is likely to be disturlK»d fairly easily, ior people van 
easily curtail their demand for these newer [>roducts» 
than was the case for ilie more solid necessaries ami con- 
veniences of life. This was most clearly observed in tho 
United IStates during the last dei^rcssion. 


Taut IV 

Financial anjj Munltahy ('h.vnces 

There was an increased demand for loug-lerni loans 
after the war, both from businessmen ami Governments, 
for permanent equipment of plans wliich weie neglected 
during the war. The movement of rationalisation gave 
a further stimulus to this demand. Funds were also re- 
quired by a number of slates for national rehahililntion. 

On the other hand lenders were less pivpaied to part 
with their capital for long-periods. Their leluctanee was 
due to the fact that they hud no confidence in the stability 
of the currency of the borrowers- Tlie unfortunate ex- 
perience of repudiation that resulted after the war notably 
m Russia was too fresh. The result was that loans could 
not be obtained easily for long-periods and higher rates 
had to be paid. 

Sj>eculation also grew in other countries with very dis- 
quieting effects. International lending was very much 
reduced. This had very serious effect both on the econo- 
my of the lending countries as well the borrowing countri- 
es. The magnitude of foreign loans could be well realised 
when we see that by 1014, the cubital investments oi 
Great Britain amounted to b,P00 million dollars; ot 
France 8.700 million dollars; of Germany 5,000 million 
dollars, while the United States of America had a 
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net debt of 3^000 million dollars. The manufacturing in- 
dustries of the lending nations liad adapted theniselves 
to these conditions of a continuous outflow of capital; and 
liad built up a capacity for pi'oducing manufactured goods 
which could only be sold in sufficient quantities as long as 
export of capital continued. In exchange for some of 
these manufactured commodities » foodstuffs and raw 
materials wore imported, the production of facilities hav- 
ing been created with the help of European camtal. 

But all this was changed after the war. The United 
States instead of a debtor country became a creditor count- 
ry to the extent of 6,000 million dollars. International 
borrowing became more and more difficult. The foreign 
assets of the leading countries were considerably reduced. 
Net imports of capital were also very small. One im- 
portant aspect of capital movement in these years is that 
not only short-term but also long-term capital moved in 
cross-currents. The same country would import and ex- 
port large sums. For instance France was borrowing 
considerable amounts abroad on long-term but lending on 
short-terms. The mechanism of capital movements was 
more complicated now than .before the war. This partly 
explains why the distribution of the world’s gold stocks 
was sucli as to make the i)osition of many central banks 
very vulnerable. 

London no longer was the unrivalled financial mar- 
ket. New York and Paris were competing with it. There 
was no satisfactory co-operation between these three fin- 
ancial markets. The United States’ newly acquired fin- 
ancial power seriously conflicted with her position as an 
exporting country. Although it had become a creditor 
country Sut the mentality oi the debtor country persisted 
and it continued to follow the old policies which in these 
changed conditions no longer harmonised with the world 
interest. 

Another reason for instability in the international hn- 
ancial relations of certain countries Australia, Aigentina 
and some other South American States is to be found in 
the character of their international trade. Their exporte 
consist largely of raw materials which are likely to fwl 
heavily in price during the period of depression at the 
very moment when international capital movements are 
apt to change in such a way as to put, in any case, a strain 
on their balance of payment. In such circumstances it is 
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difficult to make a smooth adjustment and to prevent o 
breakdown in the credit structure. Taken ns a whole, 
the international ffnancial position in the years before the 
depression was much less st<ible than before the war. 

There was serious mal-distribution of gold- The 
ebb and flow of gold movements was very irrational. Oji the 
one side, gold was being sterilized while on the other hand, 
the flow of gold from central hanks was exercising a very 
serious effect on the economy of the gold exporting count- 
ries. The fact that some countries were hoarding gold 
resulted in the delay of the attainment of international 
equilibrium. And consequently the situation Iwcaine so 
serious that the world experienced a very severe and pro- 
longed depression which was fostered by all those restric- 
tive measures which were adopted by Governments of the 
world before the collapse, and the depression was further 
accentuated *by the rasmiess of policies followed to mitigate 
the depression and to achieve prosperity. 
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BY 

T. Hanumanta Rao, M.A., LL.B.. 

A bird’s eye -view of the entire body of the existing 
criticism on Karl Marx reminds one of the following 
piece : — 

The power to distinguish good from ill 
And joy on earth where sadness lingers still 
Give thou to those who seek thee with good will. 

Eichendorff, 


For example, Mr. Lang agrees with Schumpter that 
only by theory of economic evolution can the necessary 
recurrence of a constellation of data leading to a constant- 
ly recurring business cycle be explained. But he tries to 
befool the whole world into a belief that Marxism is unable 
to solve the problem of business cycle. To use a nignly 
popular phrase such critics can be classified as fifth column- 
ists. By far the most interesting and a very highy 
dangerous sabotage work is that of Mr. 
ing to him Marxism is not a scientific 
existing economic structures but 
ideal society something like that of PJato or 
In f>>ia artif-lp I shall trv to cxpose the shallowness of this 
Jritkism by critically studying the theories ^ 

Mevnard Keynes, the undoubtedly supreme leader, ^d the 
towering ch^pion of the capitalistic ^nomy a,nd those 
worshipping with fervent devotion before its.al ar^ 

Mr Keynes’s quantity of money throws light on nis 
mental workings. It serves as a clue to his economic 
theory The equation clearly shows that Mr. Keynes has 
appreciated like Karl Marx, the importance of the realis- 
tic contents in the economic theory, and logically human 
being’ the centre of economic activities is brought into 
discussion. To state his theory briefly K1 repres^t 
the number of consumption units which the public dwire 
to keep in cash and in bank deposits respectively, their 
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amounts depending “partly on the wealth of the community 
and partly on its habits “ and the proportion of cash whicn 
the banks keep to their deposits, then the quantity of 
money n=p(k+r kl) p represents the price level. Mar- 
shall uses the word 'advantages’ in the place of wealth 
and habits. The word ‘advantages’ is highly ambiguous 
and can be resolved into further self-explanatory truths 
drawn from experience. As Prof. Lionel Robbins has 
observed all our economic law.s aj'c based upon simple and 
self-explanatory truths drawn from cx|>erieJK'e. Hence 
it is but proper that wc cast the quantity equation of mo- 
ney in such simple terms. ‘Advantages’ is mainly the 
result of wealth and also of habits. For example, a poor 
man cannot enjoy the advantages of investment. In other 
words, he does not have the advantages of investment, 
the reason I>ejng his povorly. Also people living in a 
country like Inoia. whej-e Ihuikiiig is vet in its infancy, <lo 
have a very limited advantages of investment. IIciico it 
will he in the fitness of things that wc shoul<l replace the 
quantity theories of Prof. Pigou and Maishall by that of 
Mr. Keynes, The oouation of the latter has a highly 
qualitative and thougnt- provoking significnncc. It cor- 
lects the too academic view of the economi.sts that the 
price- levels depend solely on the volume of money balances 
create<l by the hankers. For it depends on something 
more, upon the people who decide as to how much they 
have to consume, their decisions resting mostly on their 
af)ility or wealth. If. for example, there are two com- 
munities in one of which con<lilions of equality of incomes 
and in the other those of large inec|ualities prevail, the 
former can consume moro units than the latter. Thus if 
a given stock of C’ommodities aro to lie consumed, a 
proportionate quantity of money lias to he pumped into 
emulation not blindly but in a paj*tioular <lirection •so 
that the money is received dii-ectly into the hands of the 
people who are physically able to <<»n.sujnc. f.f ., thos<* 
whose wants remain unsatisfied. This afTor<ls flic clue to 
understand Mr. Keynes's advice that in oi*<ler to rouse the 
economic system from the tor (Kir of depression consumers’ 
Rubsidie.s and public expenditure are nef'cssary. Thus 
Mr. Keynes realises the im(yirtam‘e of the unetjual <)istri- 
bution of wealth in economic theory and his <|nantily 
equation subtly hints at this. What is this afiproacli if 
not Marxian? 
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By far the most important coatribution of Mr. 
Keynes to economic and monetary theory is his fimdamea- 
tal equations. They are criticised by ^1. Mr. Eawtrey 
charges him with an attempt to formulate a barter theory . 
Mr. Tjardus Greidanus accuses him for teaching mere 
tautology astonishingly uniforming. It will perhaps be 
interesting to follow this intellectual giant into this much 
criticised topic. According to Mr. Keynes the divergence 
of savings and investment From one another is the propel- 
ler of economic movemens. Before proceeding further, 
we have to note the special meanings he gives to these 
expressions. By savings he means the sum of the 
differences between the money incomes of the community 
and its expenditure on current consumption. Income 
includes (1) wages and salaries including unemployment 
allowances, (2) Interest on capital including interests 
received from foreign investments, (8) Rents and regular 
monopoly gains and (4) the normal remuneration of en- 
trepreneurs. By ‘normal’ remuneration at any time he 
means the rate of remuneration which if they were free to 
make new bargains with all the factors of production at 
the currently prevailing rates of earnings, v^uld leave 
them i e entrepreneurs, under no motive either to in- 
crease or decrease their scale of operations, * ^ say, 

normal remuneration of entrepreneurs as defined by Mr, 
Keynes means optimum profits in the ordinary sense ot 
the term. Thus he accepU the sancUty of 
and |)rivate ownership of wealth. We shall return to 

Now w^can write down his fundamental equations. 


P » 


3 

o 


p-s 

R 


( 1 ) 


P^s the price level of the liquid consumption goods. R, 
the volume of liquid consumption goods and services flow- 
ing on to the market and purchased by the consumers. X , 
the cost of production of new investment ^ds. S. sav- 
ings, 0, the total output of goods and E, the total money 

earnings of the community. ^ 

If W be the rate of earnings for unit of human 
effort so that the inverse of W measures the labour power 
of money, W' the rate of efficiency earnings and E the 
coefficient of earnings we can rewrite equation (1) as 
follows : — 
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Again, if li is the price level of the total iuiipui anU 
V is the price level of new investment gc*«Kls aiul V tlie 
net increment of goods and 1 the value of invosliiieiiL 
goods ; 


II = 


V. It + FC (1C“S) + I 


or II » W + 


o o 
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What the fundamental equations teach us is, we have 
to believe that our economic ills are due to the instability 
of the purchasing power of money and the general puce 
level. Hence to maintain their stability must be the en- 
deavour of the monetary authorities. We shall show how 
this is a wrong conception. To keep the j)urdiasing 
power of money and the general price level stable, invest- 
ment must be exactly balanced to the savings. Then pur- 
chasing power of money and general price level will be 
•proportionate to the efliciency earnings. Thus the diver- 
gence between savings and investment is the root cause of 
our economic malaise because a divergence between the 
two gives rise to windfall profits or losses which play the 
mischievous game of bringing about Iwoms and slumps. 

Then how is a divergence of savings and investments, 
relatively to one another, caused? Mr. Keynes directs all 
his fury and wrath against the monetary authorities. 
Here ia an interesting passage from his Essays in 
Siuision which gives the entire gist of his position, Bunks 

and Hankers are by nature blind a sound hanker 

alas! is not one who foresees danger and avoids it, hnl 
one who when he is ruined, is ruined in a conventional rn 
orthodox way along with his fellows so that none can really 
blame him. Like the honest citizens they are. they feel a 
proper indignation at the perils of the 'wicked w'orld, in 
which they live. A Banker's conspiracy. ’ Jndec<i, a 
wonderful way of persuasion by calling them nincompoops. 
This scandalous statement is against experience and rea- 
son. Mr. A. Fredrick Bradford remarks of the .Ainerirati 
Bankers that a gieat inajorily of I hem “aiv o.ip.ablo met), 
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well-suited both by training and aptitudes to unqualified 
standing in the profession.” The same can be said of the 
bankers of almost all the other * countries.' Messrs 
Haw trey, Gregory, Cassel and a number of others have 
Expressed nothing but sympathy and appreciation for the 
bankers. 

Let us see how far Mr. Keynes has proved his charges. 
I\*rhaps, he accuses them for not maintaining the price 
level and the purchasing power of money — they being 
engros.H‘(l in maintaining the gold value of the currency 
{p. 27b, Vol. I of his Treatise). In the first place to throw 
Mie blame on the hanks is really unjust. For to repudiate 
this tendency of tlic banks is to repudiate the economic 
Jlisiory of England and her prosperity. Was it not by 
the menhanlalist policy of the 16th. 17th & 18th centuries 
that the Industrial Revolution and the attending giddy 
growth of wealth had been brought about? Was it not 
ilu* goM standard which was solely responsible for the 
si)reaf| of economic imperialisms of European countries 
and America, especially of Great Britain, from country 
to country like wildfire stamping down the latter's in- 
dustrial cflifices and their prosperities? A policy of 
price stabilisation would have kept us yet in a premitive 
stage of civilisation as Mr. Robertson has remarked. But 
time rolled on. Productive pwoer increased by leaps and 
IjoiukIs but the power of consumption failed to keep pace 
with the former both nationally and internationally. Hence 
the economic malaise. Almost all the leading economists 
of the world have unanimously held that the disruption 
of the gold standard symbolising the economic stagnation 
and the tumults, has been brought about internally by the 
rigidity of the economic structures and internationa.lly by 
the mal-distribution of gold. It could not be otherwise for 
international trade and the international price equilibrium 
are nothing hut the hoax of the price mechanism projected 
over a wider area. Economists may differ in their opinions 
on as to why such a state of affairs has come about. But 
this much is beyond controversy. It U not the gold stan- 
dard as such but the changed circumstances that have land- 
ed us on an island of troubles. To criticise the gold 
standard or the banks in maintaining it is like burning 
the house to kill the rat inside. 

Let us pursue further. There are three sets of 
factors which disturb the equilibrium between savings and 
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Investments : (1) the Monctaiy, (2) the Investment, and 
(3) the Industrial. These three typos may exist side by 
side. One may give rise to the other but they are, we 
are told, independent, the ofTeet of one aggravating or 
counterbalancing that of another. It is cieai that an 
increase or decease in the quantity of gold directly 
afTeets the first category and through it the otheis. 

Under gold standard an increase or decrease in the 
volume of gold, that is money, may be caused by any of 
these two factors, the difference l)etwcen Foreign Balance 
and Foreign Investment and disc<iveries of new g<»ld. 
Taking the first into a consideration, can the Banks f)re* 
vent tne al)ove difference that is In'twecn Foreign Balance 
and Foreign Investment from affecting the monetary sys- 
tem ? Suppose in a particular year the Foreign Balance 
a country has increased. Gold will flow in. To jirevent 
the inflow of gold the C'entral Bank has to reduce the Bank 
^te. To support the lower rate it has to increase the 
volume of currency- The result of this [x>licv is an ap- 
pearance of inflationary conditions. Prices will go u]) and 
gold begins to flow outward. Exactly the same result could 
have been obtained even if the Central Rank keeps quiet, 
Rut there is one important difference. When it is left to 
natural adjustment the inflow of money will go into the 
hands of those trading in Foreign goods. The result will 
he the Industries supplying goods ahi^oarl grow in si^e if 
profitable. If not, those next in order of profitability gets 
stimulus. But the Bank’s policy of lower rate of interest 
may also stimulate, industries occupying a lower position 
along the ladder of profitability. Hence Industrial 
efficiency will he disturbed by the intervention of the Mone- 
tary authorities. Thus the inflow or outflow of gold is to 
the international economy what the price changes is to 
the internal economy. It indicates the f'our.se of demand 
and secures the allocation of rcsourct^s in the most arlvan- 
tageous way. Hence the flow of gold and consequential 
changes in the pri<e level is an essential clement in the 
direction of onr ecwomic activities under gold standard. 
But if the Monetary authorities want to maintain the 
stability of price level it has to raise the hank rate, A 
high bank rate attracts funds fi'om abroad, leading to a 
kind of race between bank rate and foreign fun«ls. If we 
assume that this does not happen we have to observe that a 
high bank rate will kill industries enjoying marginal 
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profits. They may desperately switch off their activities 
to the more profitable industries thus causing over-produc- 
tion in them. Prices of those commodities fall down and 
so j^rofits. Then industries which are closed may appear 
to be more profitable. They may be reopened. By this 
tinie the Foreign Balance would have been adversely hit. 
Its commodities will now purchase a smaller amount of 
commodities than before and hence its standard of life be- 
comes narrowed or instead of this process we may witness 
unemployment till wages fall down. Thus the net result 
is an increase of wealth has damped down our production 
an<l consumption when as a matter of fact the reverse ought 
to have been the case. 

Mr, Keynes holds the view that all this trouble can be 
dispensed with if foreign investment and Foreign Balance 
arc made to go hand in hand. How far can this be achiev- 
ed ? In fact the inflow of gold and the Foreign Invest- 
ment play exactly the same part and raise the same pro- 
blems. For, as long as the country needs the goods of 
other countries no question of a flow of gold arises. When 
a country has only commodities to export but not to import 
the balance must be met somehow. If gold is allowed to 
flow in prices move up and its exports will contract. But 
if the balance is invested abroad the debtor countries have 
to pay interests yearly and to that extent the exports of 
the credit for country must fall down. For example, if 
Britain exports to India £ X and imports only £ Y worth 
of commodities the difference being £100 and if these £IW 
is invested in India at an interest rate or 5 per cent, in the 
following years, England has to export only £ Y 5 worth 
of commodities, i.e., £ X — 100 — 5. But if exports con- 
t i niie to be worth £ X in the years to come there is no means 
of the realisation of the surplus. Either it must be being 
written off or the debtor country must refuse to pay. In 
practice since the parties are not the same persons usually 
the debtor countries will become poorer snd slowly its pur- 
chasing power becomes contracted. Thus the problem is 
not one of a choice between gold flow and the investment, 
but one of the ability of the creditor country to absorb and 
enioy surplus. This point enables us to understand why 
things went on in England smoothly in spite of huge flows 
of gold in the 17th and 18th centuries and an abnormal 
increase in investments during the 1 9th century. The game 
went on well as long as the standard of life in the industrial 
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countries was swiftly inci‘easing due to the progress of 
science and the colonies were not iiniKwerishcd to the ut- 
most. But the same progress of scieme and the growth 
of wealth have been responsible for the non-mallenhility of 
the exports to be contracted. The whole affair seems to 
be an inevitable process pooh-|>oohiiig the wits of the 
Economic Gods. The agency to lx» blamed is cei tainly not 
the Banks. 

As a last resort Mr. Keynes lecomniends a managed 
currency instead of Gold Standard. Let us incjiiire into 
the superiority of the former over the latter. If in a 
particular year the Foi-eign Bala me of the country in- 
creases, its currency will IxH-ome dear in terms of other («r- 
renc ies. Hence exports contract and impoits will in- 
crease. That is to say. ns we have seen in tlie case of gold 
standard either the creditor count ly must curtail protluc- 
tion or be able to absorb Imth home products and forei)<n 
products or if Investment is made in the debtor countries 
the decrease of production can l)0 spread over a pei iod of 
years or the factors of pi’od notion should be shifted over 
to satisfy new wants. But how this woi’ks out in practice 
is like this. The I'cactious of a favourable balance are 
firstly a fall in the prices of the im|)orted com modi ties . 
The home pi'oducers of these commodities incur losses as 
they might have already incurred the cost of prnducticin. 
They try to shift to the Foreign trading goo<is in whi<!h 
there will be a consofpicntial increase in production and 
hence prices go down. Imports will l>ecome dear and thus 
a continuous movement of factors of production results. 
Or the economic system may settle down at an equilibrium 
where the advanges of the country in the production of a 
commodity over other countries will }>e lost. Now suppose 
that factors of production are not shiftable to the export- 
ing industries or the entrepi*eneiii*s think that a shift m<ay 
not bo worthwhile if an increase in supply may likely wipe 
away the profits. Under these ciixtimuslnnces if wages 
do not fall unemployment will result. The purchasing 
power become less adversely affwting the riemand for im- 
ports, As a result the export industries also will lie afTect- 
ed adversely. But if wages can l)C lowered to an extent 
greater than the fall in prices, for otherwise the entrepre- 
neurs do not think it worthwhile to employ them, produc- 
tion in home industries will continue unabated. Hence 
there will he no demand for foreign goods. For if facili- 

P, 80 
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ties for imports are denied exports also must contract. 
Thus the net result is this; both countries cannot enjoy 
the advantages of division of labour. This situation is 
brought alK)Ut by the pathetic fact that (he presencse of 
profit motive and competition prevent the people from 
enjoying leisure instead of work when it is imperative. I 
have assumed in (his diseiission that there is no further 
ft('oi)e for investment at home, that is, all wants are satisfied. 
Even if we introduce Foreign Investment in our discussion 
the conclusion will the same. Let us see what happens 
if Rtabililv of prit‘e level is tried to be maintained. We 
have j^een that an incieast* in Foreign balance will attract 
imports and the pri(‘0 level in (he credi(or country tends 
to fall- To prevent this, the Central Bank has to put 
up a lower Bank rate and support it by policy of inflation. 
Unless the lower rate of interest counteracts the fall m 
prices, people will develop bearish sentiment and there 
will be a swelling of idle balances. If the Central Bank 
succeeds in maintaining the price level stable it means the 
advantages of division of lnl)oiir are not enjoyed oven for a 
small time how so miu h brief it may l>c. The success itself 
is to be seriously doubted Itecause a lower rate of interest 
may encourage the entrepreneurs engaged in the production 
of commodities in which the foreign countries compete, to 
go in for fresh factors of production and it is very difficult 
for the monetary authorities to find out and administer the 
necessary doses of bank rate and inflation. Even if it 
crosses the hurdle their power of stimulation depends upon 
the quantity of borrowed money utilised by the in<lustrie 8 . 
Usually a large part of the requii'cd finance is supplied out 
of theiV past profits. Thus as Mr. Dekock observes there 
will usually 1)0 no relation l>etween the volume or the cost 
of bank credit and the volume of production, employment 
and trade. As a matter of fact even without the initiation 
of the C'entral Bank, conditions of cheap money will be 
slowly making their ap pea ranee for the increased profits 
of the exporting industries He idle with the banks. Hence 
interest rate will automatically fall down. But if th© 
lead IS taken hv the Central Bank the process shall be quick 
but at the risk of greater friction. Thus in e.ssence the 
policy of the banks maintaining the price level mean only 
an attempt to prevent unemployment, a method, as we have 
seen, which denies the advantages of division of labour 
and progress. Therefore, the problem is not one of the 
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instability of price levels or the foolishness of Hanks but 
one caused by our economic system itself. 

It will be interesting to note that the C ciitral Hank 
can poke its nose only aftei* the price-level has fallen clown. 
For example, suppose the exporting industries have manu- 
factured clath in November to be sold in December. As- 
sume that for some reasons the price for cloth has gone up 
in December. The monetary authorities could not inter- 
fere in November or December before the sale- proceeds are 
realised and conseouential rise in price.^ has become visilde, 
that is to say, be lore the unavoi<lal)lo vicious ciivle has 
been well on the way of formation. Hence we can .safely 
conclude that stability of price level is a myth and pig- 
headedness of Hanks and Bankers is a hynrocralic slander, 
Ik it astonishing to hear Mr. Keynes advocating In his 
General Theory, a goodljye forever to bank lale an<l sub- 
stitution of public spending in it.s pla<e? The discuKsion 
might have also, I tliink, proved another im])<>r(ant point, 
viz., the real problem is one of <onsii nipt ion and distribu- 
tion, i.e., the pre«*nce of piofits and not a divergence 
between savings and investments. For we have seen (here 
is only ono kind of investment, an investment to satisfy 
new or unsatisfied wants. As Mr. Moulton observes the 
demand for investment goods is a derined demand. 

To sum up our discussion provisionaHy, there is no 
relative superiority of managed oiirrencv over gold stan- 
dard. Fnreip investment only divides our ti-ouble in 
separate packets, the doses increasing year after vear. 
Hanks are only the pathetic spe<la(ors of this automatic 
game. They can do nothing in the way of alleviating our 
troubles. It is the manner in whi<'h wc carry our inter- 
national trade and enjoy its fruits that have to be blamerl. 

Now, wc shall consider whether the hanks arc guilty 
in thcir relations with internal equilibriums, specially 
trade cycle. Mr. Koyncs deals with (hat type the upward 
swing of which begins with an incioaso of demand due to 
growth of population or some s<*ientifi<; invention or some 
similar cause. Suppase there is an increase in demand 
for houses. Then activity in the hiiihllng industry picks 
up steem. If there is unemployment aircadv existing 
wa^ do not rise.^ But as the demand for consumption 
goods mcreasea prices of the same will go up. The pio- 
neers of those commodities will have enlarged profits. 
Hence they try to extend the scale of their activities. They 
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bid for more labour. Wages rise. If the building trade 
is more profitable they succeed in attracting the necessary 
factors of production or vice versa. Thus the final out- 
come of the race between the building trades and the rest 
dec ides the comi>osition of the produced wealth. But why 
should the downward phase begin? The answer given is 
that wages have gone high. Profits have shrivelled up. But 
suppose wages are kept low. By the time new goods come 
up into the market, wages must rise or prices must fall 
down. Instead of doing any of these things, assume that 
the production of houses will be stopped and the factors 
of production are switched on to the production of, say 
))icvcles. Now whether the prices of buildings should f^ll 
or may remain the same depends on how many buildings are 
built- If they are few they can be sold at the same price, 
because we can expect a small number of people able to buy. 
But if the numl)er is large the prices oi buildings or the 
prices of other products must lall down or wages must 
vise in the new industry. And yet, note the tempoo of 
production must be unaltered. This accounts for the 
existence of smaller cycles in major business cycles. If not, 
the more the investment, the greater will be unemployment. 
This is what Hobson means by his theory of over-invest- 
ment, i.e., investment leads to unemployment and Keyn^ 
only expresses the same statement in other words, t.e., fall 
in the rate of investment has given rise to unemployment. 
To end this digression, what does Mr. Keynes ask the 
Banks to dot At what stage they have to interfere and to 
what effect ? If the Central Bank inteferes at the outset 
and puts a high bank rate the new demand for houses will 
not he satisfied. Can it not prevent other industries com- 
peting in the labour market by tightening the terms of 
lending? We have seen above that the activities of the 
consumpt ion -goods- pjoducing industries is a result of the 
profits obtained. Even, a rise in the bank rate will not 
deter their activities as mostly they are financed from out 
of those profits. As long as the margin of profits is clear 
the entrepreneurs cannot be stopped, If the bank Tries 
to create conditions of deflation we do not know whom it 
will hit, most perhaps all. After all the bank cannot de- 
stroy money. It will take money out of circulation leaving 
in its place bonds and securities. If the banks foolishly 
sit tight, unofficial currency will develop as the discount 
houses and the finance houses of England and other Euro- 
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pean countries have. We ai*e having now such tendencies 
on a S3naU scale in India also. As a I'csult of the serious 
shoj'tage of copper c*oin, restaurants and similar dealers 
are issuing coupons. Assuming that a Central Hank suc- 
ceeds all the industries will Iw effwted and after some 
rupture the economic system will settle at a new equilibriujn 
of low prices and even then the seeds of ilis-equllibrinm do 
remain. Cannot the l>anks raisi.* their rale of interest as 
soon as there is increased activity in the building trade 
which we have chosen as our example. The difficulties are 
manv: Firstly, the increased activity in the building trade 
most probably might he fina!Ux»d out of accumulated profits. 
This has been the ca.se during the 1929 lioom in I', S. A, 
Huge reserve.s of profits were pilo<l up. some nearly 200 
crores of dollars, and the banks had little fiart in finani'ing 
the bofjm Keoondly. the high rale of interest may also arFeet 
tile industry to 1 h' developed. Thirdly, assuming tliat 
policy of diseriminalioti is resorted (o (he pr<slncers of 
other commodities may restrict the output O' whip iif> iho 
pi'iccs, and lastly, they may shift over to the building in- 
flustriea. Thus the hanks have very little power to sh>p 
. the tempoo of the upward swing. 

Wc shall next analyse the part played by the 
banks in bringing about the collapse. At the time 
of the collapse we witness a restriction of the supply 
of money by the banks and income inflation. Wc 
shall find out whether the banks are responsible for the 
outbreak of storm. The hanks usually manta in a tertain 
proportion of their deposits in actual cash. During the 
upward phase of the trade cy<le they increase their loans 
to the maximum. As a matter of fact there shoubi have 
been no diffuulty. For as soon as the prorluction i)erit)d 
is complete the l)anks must receive the money they have 
invested. Thus the velocity of circulation shoubi cnaf)lc 
the hanks to continue their loan p<dicy- Hut what at tu ally 
hap|>en8 is entrepreneurs would lx*. Ky (his time, feeling it 
difticult to repay their debts. It may he because dealers in 
consumption goods find their unsold stocks inc ceasing or 

I n iccH falling down. Thus the velocitv of « irciilal ion .slac- 
;ens. lienee the hank.s feel it difficult to meet (heir re- 
quirement and naturally they })egin to restrict the suj)p)y 
of loans. Thus the pessimistic views of (he banks consti- 
tute only the symptom of the <‘oming storm. Wbfdicr 
the banks raise the interest rale first or the closing down 
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of firms occurs first is a matter of accident. The reader 
can imagine for himself the case under reverse circum- 
stances. The activities of the banks and bankers are only 
of the nature of snatching away a slice from the profits 
of the entrepreneurs. 

What will happen if the banks do not recall their 
loans and continue their cheap money policy. The banks 
require more money to do so, i.e., conditions of inflation 
must be created- the outburst will only be postponed just 
for a time. But the growth of unemployment begins. If 
this is not the reason a cheaper rate of interest ought to 
have whipped up the economic structure from the abyss 
into which it has fallen. Even Mr. Keynes has accepted 
that oven a zero rate of interest would not be able to do so. 
Thus Mr. Gibson has rightly remarked that “ a high 
rate is an amber-coloured light of warning of a robot system 
f)f finnnee aiul economics” or as Mr. Addis observed ”thc 
tianger signal and the red light” while a fall in the dis- 
count rate may 1)0 looked upon as “the green light indicat- 
ing that the coast is clear and the ship of commerce may 
proceed on her way with caution.” Thus we have seen 
that the reason for the business cycle is the presence of 
profits and the banks can do nothing to prevent it. Nor 
IS it just to jeer at the banks. 

Mr. Keynes next turns to throw the blame on the 
stock-exchange market and the banks for their failure to 
control the same. 

“Changes in the financial situation.” writes Mr. 
Keynes “are capable of causing changes in value of 
money in two wavs. They have the effect of altering the 
quantity of monev available for the industrial circulation; 
and they may have the effect of altering the attractiveness 
of investment.” Thus speculation in the stock-exchange 
market is a fruitful source of our economic ills. Mr. 
Keynes seems to imagine that (he Financial and Industrial 
activities are two independent or water-tight compart- 
ments, each causing annoyance to the other. Perhaps, 
he forgets the history of the Stock-Exchange Market, 
lit has wen the invention of the economic wits to mobilise 
the community’s savings for the investment and carrying 
the economic activities of man into unknown regions. But 
for it we would not, perhaps, have had much of our pre- 
sent material prosperity and wealth- What ailed it now 
to hamper our inaustnal enterprise? The truth is this. 
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Individuals who have savings try to invest them in a 
profitable way. Suppose profits of the mills in the clotli 
industry have fallen down. The value of the shares in 
these mills drop to a lower level. That is people try to 
sell these shares and reinvest the prot'eed.s in the shares 
of other profitable industries. In the same way if profits 
in general fall down bearishness will devdoj). Savings 
deposits in the Banks swell and people run after 1>oik1s. 
Thus as Mr. Keynes observes on page :^49 of his Tieatisey 
Vol. I, “The values of the two categories of wealth trailed, 
Hz., loan capital (e.g., bonds) and I'cal capital 
shares) will not infroquontiv move in opposite directions, 
thus partially compensating one another.’* Even Mr. 
Keynes accepts that in the long run the value of the 
securities is entirely derivative from the value of crmsunip- 
tion goods. Generally th especulators are very far-sight- 
ed and well adept in Maehaivellnn taedies always feeling 
the pulse of economic activity of the com muni tv. When- 
ever they scent prosperous days ahead bullish sentiments 
develop, The activities in the stock -ex eh an go market may 
not have any relationship to the prices of the current out- 
put of new fixed capital as at the particular moment. 
But it indicates and mav strengthen the plans of the 
enterpreneurs. Thus financial o|>c rat ions is a barometer 
in which the movements of the imhistrinl activities of the 
community can be read. It mnv also hasten the process. 
They woo each other. But the financial market can never 
rape the industrial market: rather has to dan<e to the 
tunes of the latter. Thus In the American Boom of 
1920 the price of shares first went up quickly bnt as soon 
as the bullishness overshot the mark bearishness i level oped 
thus <?ounteracting the unwarranted bullishness. Thus 
financial and industrial cirnilations hand in hand, the 
former serving as a safety valve to the latter. The .ntock- 
exchange-market is a powerful agency — a dynamic factor 
and the erystallised spontaneity of our economy. Perliaps 
the best illustration to prove that the finam ial maikot 
^rves as a symptom rather than a cause 1.4 the Investment 
Boom in U.S.A. in 1929. That boom was the lenction of 
the investors to the abnormal profits caused by many 
fetors and the resultant stimulation for the expansion 
of industries in spite of the credit stabilisation policy of 
the authorities in that rountrv in the period during the 
year 1022—^. As Mr Hawtrev right Iv summarises 
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“the boom of the 1929 was not a wild -cat speculation, a 
modern south -sea bubble. It was the fruit of improved 
process and improved organisation." 

Of course, at times the speculators might calculate 
wrongly. The public* may develop bullishness or becarish- 
ness on their supposing the occurrence of events, which may 
not happen. As «Km as the forecast or fears are belied, 
the stock-exchange market will return to the normal. For 
oxnmple. on the vei'>‘ day oa which for the first time 
Chittagong and other centres were bombed in November 
by the Japanese, the values of the shares of almost all the 
industrial and commercial concerns in Bengal. Bihar and 
Assnm dropped down nbruptly. Thei*e was nobody in the 
market to purchase the shares. On the 3rd day, a friend 
of mine, with the intent of exploiting the bearishness of 
the ])iiblic. rushed to the market, only to be disappointed 
to learn that the values of the shares have scaled up to the 
normal. Now wo have to prove that the financial circu- 
lation does not impede the industrial one. To continue 
our exftniplc, on the day of lx)mhing there was prataically 
no fniHincss, there was all bearishness, Thus the 
Imnks might have lost the inc-ome which they would have 
made. Suppose there is a division between the bears and 
the bulls in the market, the former being more powerful. 
The result will bo a swelling of the savings deposits. 
Part of it may counterbalance the dwindling business 
deposits, ITenco the hanks can continue their loans. But 
since the entrepreneurs also might have developed pessi- 
mism. no fresh arlventiires will Ik* undertaken. On the 
other hnml, they m»v try to curtail the existing scale of 
operations, if possil»lc. Thus the banks might have lost 
the incfune which thev would have made and are dragged 
into the line, anrl made to partake in the general losses. 
As normal conditions slowly tend to return low rate of 
interest will attract onlreprenenrs. Bullishness will deve- 
lo[i And every one will })e happy. 

Let us wmsidcr the opposite conditions, t.e. , bullish- 
ness on the increase, Tf there is no division, new com- 
panies will be floated. Under conditions of unequal divi- 
sion bulls may finance their activities out of business de- 
posits or borrow from the banks. Exactly to the same 
extent the savings deposits of the bears might have swell- 
ed, thereby increasing the lending power of the hanks. 
Thus the general prosperity is transmitted to the hanks 
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also. The bears instead of keeping in savings deposits 
may invest in bonds whieh is equally probable oj* the bears 
may lend the money to the bulls. Anyliow the funds 
must leaeh the banks or the industrialists unless Govern- 
ment meddles in the a hair by selling the Ixmds and with- 
drawing the JiK >ney from circulalhm. In .such a ease indus- 
tries feel the stringenev wliieli is Iniusmilled fjom tliose to 
the stiK'k- ex change Jiiarkel and ilie banks. Now we cun 
understand what will ha|)|K*u if the inouetary authorities 
try to interfei e in the upward phase of the tj alJe cycle. For 
some time the nrogress will Iv held up. Existing owners 
of industrie.s shall incur huge losses. Tliey run into 
liquidation. New purchasers will be able t<i acquire tiiem 
cheaply and then the ilelayed upward swing l>egins. TIais 
we have pioved )»y ihe whole <Uscusshm that uji increase of 
bullish seiitimenl.s do not steal re.^ouiTcs from the iiidusti ial 
circulation lint the general pn^speiity is illvided among all 
sections of tlie trades aiul fltT-ff/sn. Tliey arc so iiitir- 
linked that f>rosj)crity or ealamiiy ilows fmin oiiu to ilie 
other as liquid flows from liigli level to low level. For 
the stock -exchange market does con.stitute, if I am allowed 
^ coin a phrase, ‘The democracy of wealtli,” which exists 
in the capitalistic countries, it may lx* to a very limited 
extent. As a matter of fact it is the distribution of profits 
among the bankers, industrialists ami speculators Unit 
18 responsible for the fact that iiulnstries pi’odueing luxury 
p 5 ods aroeflectcHl l>y the slumps less than agricultuie and 
it is this distribution and the tiickling down llieir elbows 
into the hands of some moix*, of pi'ohts, whieh slowly bring 
about recovery of the c'conomic system from the l>ottoiri of 
depression. It marks the demarcation -line between caj)i- 
talist and fascist cK.onomics. The stoc'k-exehango niai'tet 
may turn out a merchant prince from his palace with a bawl 
in his hand and vice versa and may in tne long run lesiilt 
in a concentration of the wealth in a few hands thereby 
seriously hampering the consuming power of the commu- 
nity tx) such an extent that a choice has to Ikj made between 
Fascism and unimaginable economic storms. Ilut to mark 
out the course IS ^yond the wits of man. If a person 
having providential power is able to mark the line, it is 
impossible to prevent unless our economic structure is 
i-ootcd out and a now edific-e built on fasci.st lines. 

Thus the day-to-day operations in the financial market 
represent only change of wealth and the profits of the 
F. S 7 
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industry from hand to hand but in no way stai’ve the in- 
dustrial circulation. Perhaps Mr. Keynes tries to pre- 
vent the long-run effect of the stock -exchange market. For 
otherwise how can he explain the fact that the stock ex- 
change boom and the ui)ward phase of the trade cycle 
go together hand in hand? It can never be done bv the 
existing Machinery, and even if it succeeds we will be 
making a different set of people more and more richer. 

•Mr. Kevnes is not blind to this mysterious conundrum. 
Here is an interesting passage from his Treatise, Vol. i, 


p. 254: 

' ' The dilemma before it (Central Bank) to take type 
(ii) as our illustration is as follows. If the Bank increase 
the volume of Bank money so as to avoid any risk of the 
financial circulation stealing resources from the industrial 
circulation, it will encourage the ‘BulT to wntmue 

with every possibility of a raising value of P which will 
lead to overinvestment later on; whereas if it refuses to 
increase the volume of Bank-money. it may so dimmish 
the amount of money available for industry or so enhance 
the rate of interest at which it is avoidable, as to have an 
immediately deflationary tendency. 

The solution lies so far as the stability of the pur- 
chasing power is concerned in letting both finance and 
industry have all the money they want but at a rate ot 
interest which in its effect on the rate of "IflU 

(relatively to saving) exactly balances the eff^t of bulli^ 
sentiment To diagnose the position precisely at 
stage and to achieve this exact balance may sometimes he, 
however, beyond the wits of a man. Morwver it may 
happen in practice that a rate of interest high enough to 
avoid future over-investment has the result of reducing 
uresent output below the optimum. In this event some 
disturbance to stability may be inevitable. Tor there is 
then no way out except what has sometimes been attempt- 
ed both in Great Britain and U. S. A. though with dubi- 
ous success, viz,, to discriminate in the terms of lending 
(either in the rate charged or bv rationing the amount 
lent) between financial industrial borrowers. 

We are left, therefore, with broad conclusion that 
the stability of purchasing power and output requires that 
the total deposits should be allowed to rise and faU part 
pusu with any changes in volumes of savings-deposits that 
the terms of lending shcpuld be adjusted to the extent that 
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this is practical ble so os to balance the efle< L of hulUsli oj* 
bearish sentiments in the linaiidal niarkets un Uic into of 
new investment/* 

This passage is a crucial one in all that he has 
written. It sums up Mr, Keynes and his theojy of trade 
cycle, savings and investment. We have seen above that 
the finaiuiul circulation does not ham|K‘r the industrial 
needs. It represents the industrial temj)oo and its ten- 
dencies in the vi.sibh* fiilurc. They are, after all, the two 
facets of the same tiling. If linancial inaiket is the 
cause of movements of I lie I ml list rial sui-ely we ought to lie 
able to prevent tlie former frmn <lainc so. The very fact 
that we are unalile Is a clear (iriKjf tnat these two are 
parts i»f a whole, or two |K>ints on the circumference of a 
circle ami to iimi out why a disturbaiKt* has occurred in 
either of these Lwc» spheres, we have to search in places 
other than Uiesi* two. Mr. Keynes atxvpts that a uiscri- 
minatory policy alst> 1ms failed- Hence it is a serious 
blunder to supi^se that the linaiicial market creates tenden- 
(ies of diiicrepancy lx.‘iwec*n investment and savings. But 
changes in the finaneial market constitute the first signal 
to indicate that the economic system has been caught in a 
spiral movement- Mr. Keynes tries to lind out methods, 
if any, to fight out the disnstiYms temlencies at the very 
outset. He ctmies out with the pathetic conclusion in llie 
aliove passage- Future overinvestment is the inevitable 
result of present profits and the latter the essential condi- 
tion foi' pres4.*nt production. Simple suppression of 
bullishness or bearishness cannot solve the problem. Foi* 
it only alTects the distribution of profits but not the profits 
themselves. It also proves another important fact- 
Bnnks have no guilty hand. They are absolutely helpless. 
The divergence l>etween investment and saving.s is neither 
In ought about by them nor are they able to suppress its 
appearanc'C. Mr, Keynes winds up the trial by lepeating 
his |>et phrase, that banks must maintain the relation- 
ship between Investment and Savings as far as it is 
possible. 

Now what must become of his theory — divergence 
between investment and saving? He is not able to prove 
that the divergence has lioen b-ought about by the gold 
standard. He has not l>ee i able to show that it is the 
fruit of the foolishness of the bank.s and bankers. He has 
also failed to shov that financial market is responsible. 
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There is no use of simply saying that saving is made by one 
of people and investment by a different set of people. 
For as long as the savings ni'e available to the investors 
there can be no reason for a discrepancy. As I' have indi- 
cated already, he never tries to link up this theory with the 
lr<ade cycle. He starts with the appearance or prospect 
of profits and ends with the fall of investment and un- 
employment. But to say that fall of investment in rela- 
tion to saving is the ease of trade cycle is like diagnosing 
headadie to be the !‘esult of thi-obbing pain in the forehead. 

Let us accept the thesis of Mr. Keynes. Then the 
logical conclusion would bo I hat we can raise the economic 
system from the toi'poi* in which it lies, viz.y depression 
by increossing inwstuioiit. This we must do by cheapen- 
ing the rate of interest. Mr. Keynes accepts that even a 
7010 iiiteioRt rate will not stimulate production. The 
reason given is (hat (he psychological fears and reactions 
are more tlmii n match to the weapon of bank-rate. This 
seems to be against nractice. For more than usually, the 
entrcproTienrs and tlie speculators are a people haying 
highly business-like qualities. They are shrewd, cunning, 
always nierl to snatch opportunities to fill their pockets 
and ahvnys I)iiRy in making calculations, Let us accept 
this uncnnvincihg argument. What are the other methods 
the monetary authorities have to try? Government must 
give subs id iw tn the enti-epreneurs. But suppose they 
refuse to move oven then. The state must work the con- 
corns, and show profits to the entrepreneurs wro will then 
resume their normal activities. Not one of these reme- 
dies are suggested by our learned writer. In his lectui-e 
on XTnemployment he becomes ardent licliever in pagan 
mythology. Some mischievous Gods in the heavens do use 
us as pawns in their vile game. Hence let us face our 
troubles with philosophic non-chalance and spiritual resig- 
nation and pray some Gods to send favourable winds and 
nymphs to ply our boat. Is this all the fruit of his 
labours? Why teach us pathetic naivety? No stop here. 
Curiously enough, in his General theory he advocates that 
the states must spend on public works or better give sub- 
sidies to the consumers as Mr. Meade and others have 
suggested. On the one hand he says that the cause of 
slumps is the contraction of investments. On the other 
hand he advocates consumers’ subsidies. A paradox 
indeed I * 
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On page 281 he says that in dealing with the question 
of booms or slumps we are concerntHl wi(h a question of a 
change in the working capital rather than in capital; 
so that it is by increased investment in w<jrkuig ca[>iuil, 
that every case of recovery from a piwious slump is 
characterised. Tliis sentence simply moans as llartly 
Withers has remarked “Pj'jxiut'or's effort is cramj)otl be- 
cause they fear that they will not liiid a pioliiafile market 
for an increased output owing to the inability of ioiisiimors 
to consume more. Sui'ely we can cure unomjjlovment 
and increase demand for lonsiimption goods if ‘ fresli 
Sources of ju vestment are ready to absorb the uuem]) lov- 
ed. hy investment we should not mean anv kind of 
investment, because* inve.stment in anv inilustrv al- 
ready inclining losses, due to unsold slocks or fail of 
prues, will further a<‘<'entuate the trembles. Ilcme we 
mean (mly an investmont in satisfaction of new or imsatis- 
hed wants. But want of new investment cannot lu* the 
cause of a slump or unemployment. Also whv slioulrl an 
investment made to ulisorb the unemployed lead to regular 
recurring cycles in future also? Therefore, the causes 
must Ije other than investment. As I have oI>servecl at the 
outset the cause is hinted at by Mr. Kevnes in his quan- 
tity the<)ry of money. Enough money is’ not put in the 
nanus ot the people so as to enable them to iniivhase the 
(oiiHimiptJon goods. We shall see how this comes al>out. 
hU[)po.H* the consumers want unusually enough, to save in 
a paiLieular year. Since the volunn* of money has become 
less prices fall tlown. In oiii' jaKiicties jijodm tion is < f>n- 
trai!te(J at once. But suppose, the stiite gives the con- 
sumers the amount thev neisl to save. Prices remain as 
neniie and there will Im* no alterations in the scale 
operations. Thus it is the presence of pivdits, tin* difTer- 
en<e fjetween cost of pri>dii< tion and fuiev which is the 
propeller of our oconomi<' activities. Assume that we 
decide to keep the cost of prcxluction ami the pri<‘<* same, 
“iippose that a certain commodity is urgently needed by 
uie lominunily. To increase its pn>ductlon the required 
fac'tors of production should Ik* transferred to this indus- 
try fiy>ni the others. Now wo have cut short cvaistimptfon 
of certain commodities in order ^to iiK ivase that of 
others. If the eonirnunity refuses lo refrain fioni etm- 
siimption, f.^., to save it cannot have the new conmnsfity. 
That is to say, saving in this sense is required when we 
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choose to produce oew commodities and we are not able 
to carry on tlic proiluctioii of lioth. After the new com- 
nioclity has roiuo into the niarket the same must be distri- 
buted, i.f'.y people must siRmd more. Now let us intro- 
duce money into our example. As tlie volume of con- 
sumption goods has come down to a low level the prices 
of c(»nsumplioii of goods will rise. That is» profits appear, 
Since we Iiave agreed that there should be no difference 
between <'ostsS of pi-oduction and prices the surplus amount 
above the costs will be taken away from the firms and 
destroyetl or we can as well keep the same with them pro- 
vided ihev treat it as waste paper. When the new goods 
c<nue into the maj ket the prices of the old goods fall down 
to (he level of the c-osts of pmduction and new goods are 
sold at their I'osts with the result the whole stocK will be 
uuisumed. Now what we have done is an alteration in the 
composidon of the consumption goods, We can 
also lower the jate t>f wages when the new goods 
are in llu* pr^Kvss of prodiielion, to be increased 
Inter nil, / e.. when the new gooils are ready for 
coiisiiiiipl ion. Ihitli have the same effei’t. Ihit what 
actually hnpjx'iis in the capita I istic societies is an increase 
pri(t's will, as the i*esiilting profits are left with them, 
stimulate the entrepreneui's to inci'ease the pioduction. 
If they arc able to spend the same to that extent others 
wiM fie dented of the pleasures of enjoyment. That 
is to say, we shall have different standards of life in the 
society Ihit if the profits are not spent or are so big 
that it is absolutely impc^sihle for their owners to spend, 
stoi'ks of unsold commcKiities pile up, i)nre8 fall down 
causing losses to the business people. A number of mills 
will btT closed. What fixt*s the duration of the period 
between the closing and the resumption of activities? It 
is the time taken for the total absorption of the idle stock 
and the prices to shoot up. That is why, the prices of 
the primary products are the last to recover and why Mr. 
Keynes argues that wo have to create (ondition of increas- 
ed demand for working capital to bring about recovery 
from the slump. Now we can appreciate the efficacy of 
our economic system w^en we see bow at a time when 
wages ought to rise, when the volume of consumption 
goods have increased, there will be unemployment and low 
wages and when profitvS are to be zero or less there will be 
more profits, i.e,, in the upward phase of the cycle, which 
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will stiinulaU* com petition iunl how com jwli lion ])revcuts 
us from having the desired alloc-aticMi of rcsoinres, tiuis 
bringing alxMit a lopsided developmeni . In ihe ))assage 
quoted Mr. Keynes accepts the palhctic iiii|X)ssiliili(y of 
checking these factors as private owneisliip, iaisst'z'-fnirp 
and proiit motive arc the drivers of i»ur ccnjunaic 
machine. 

We can now appreciate the aclvo<uey of Trof, higou 
that wealth must l)c lotransfened fitan the lieh u> tlie 
pooj’ and the suggestions of Mr, Keynes, Mtsales, Dohhs 
and others that the state must s|K*iid on puhlie works ami 
give consumers’ subsidies. 

Now have wo to regard Mr. Keynes as propounding an 
untenable theory' An examijiatioh of his fuialainontal 
equations will give us the answer. Conditions of i^juili- 
brium will be maintained if (he rate of new inct'slincnt is 
equal to savings. To examine tliesc ten ns, savings is a 
piece cut from the prices, and investnuail ionsijtntc (he 
cost of production as ilawti-iw lemarks. 'Idms the slulc- 
inent savings must be equal Ut investment nicajjs lliat c(».st 
of production must be equal to the prices. Now whv n(»L 
we substitute the words cost of prodiictiiin and pri<e.s in 
place of savings and iuvesthient. Mr. Kevnes has nrgn. 
ed in his TiTffffsr that when a ctmiinunily lias ilc( jded lo 
save, prices will fall fxvause the <oiiimodi(ics 'liana jias’ 
which he chooses will perish. Ihit ustially nmst articles 
arc not so perishahlo. Hence there shall Ik- higgling in 
the market l>etween buyers and scdlers. wo cannot 

live even for a single day without having the netessaries 
we shall pay even a higher price for them if we ion afford. 
Therefore, it is imperative to U*ll why the (oiisiiiiicrs are 
III a position to save, i.e. to say, what hrings over (he 
savings. We have to refuse his explanation as we have 
swn tnat slumps arc caused rm aci'Oiiiit of the inability of 
the coiKsuinoi's lo buy and since we have also seen that un- 
spent profits will cause disequillbriuins. 

At this stage let us examine Mr. Keynes's ilelinition of 
incomes \ It includes normal rate of profits, a rate which 
at any time leaves the entrepreneurs, with no motive of 
altering their scale of operations. That is to say, condi- 
tions of optimum profits ai'e assuied of their sanctity. 
Rut we have seen in our discussion that the max ini nm 
profits that can l)e allowed is determined by the sj>ending 
power of Uie entrepreoeui s, on consumption goods. Hence 
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this much only can be included in cost of production. 
Tlierefore, it will be reasonable and logical if we hurl the 
ambiguous word ‘savings' into the air. Next as regards 
Investment, we have seen that a particulai* kind of invest- 
ment ean be a remedy. As Harold G. Moulton observes 
‘the demand for capital goods is a derived demand. 
Under investment cannot be reason. We have also seen 
how it misleads us into following a suicidal and an absurd 
policy. Hence it is but reasonable that we use ‘price’ in 
Its place. Now we come to the conclusion that there 
should be ‘no profits.* This is exactly what Karl Marx’s 
theory of surplus value has taught us. We have to view 
our economic system in its historical and evolutionary 
perspective to explain the periodic convulsions which it 
experiences. But it is fallacious and misleading to sup- 
pose that the result bixiught over by the evolution of our 
economic sysU'in is tiie cause of the malais. As we have 
seen above, Mr. Keynes accepts this thesis. But he tries 
to play Indian Jugglery and equivocate to hide the truth 
f rojji being grasjwd by the reader. On the one hand he says 
that the normal rate of remuneration must be the optimum, 
i.e. to say, there is no question of windfall profits, for, 
if at the existing prevailing rates of earnings the entre- 
preneurs want to increase tlieir scale of operations, it 
shows that the remunerations of the entrepreneurs are 
below normal, in the same breath be argues that there 
should be no windfall profits, i'or if the concept of wind- 
fall profits is not brought in, he could not account for the 
divergence between savings and investments. We can 
see how he is arguing in a circle. If profits generate the 
divergence, the former needs explanation not by the 
latter but by a third factor. In the equations he says 
that presence of windfall profits or losses is the cause. 
But he could not define the term “windfall profits or 
losses.*’ For his definition of normal rate of money 
includes windfall profits. Later on we see him preaching 
that savings and investment diverge from each other as 
savings are made by one set of people and the latter by 
another. How can we believe which is on the face of it 
quite contrary to experience. The savings do reach the 
hajids of the investors through the medium of banks and 
others. Investments can never exceed savings. This 
fallacy has been clearly shown by Mr. Tjardus Greidanua. 
We can rewrite his equation aa follows : Let us divide 
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S into S.W, snvings of cntropreiionrs ami S<* all oihor 
savings. 

P. K. = K “ St* + Sw 
Ql (Profits on consumption snoods) = P R — E O. K 
Keynes substitutes K- S for P + It. A- K-T foi K/O. R 
Tlien <l\ a E-s - K + r. 

Q2 = I - P 

Adding up Q = I-S 

Now (it e K-Sc + Ci-SW as IC ( ). R or ( K.I') 

<ii » i-r 

+ U - T - Sr-^Su 

r * Sf + sw. 

The (H|nation \vo havo arriM^I al <iiow> ihal if I aiui 
vSc are, to lie equal Sw must In' /wn. Thai is. \ hv\v shnulil 
be no savings of t‘iiiii*j>iem*iirs. Or wu <’au rrwrih* ilu* 
equation as follows. .\s \w have svrji ila* inaxiiniiin re- 
muneration which can he given to enlrcjuvneurs is liniiU'4 
by their physical ability ic consume, we sliall make use of 
Sw, the earnings of entrepreneurs ami S<‘ the normal in- 
come as I have defineil aUivc. 

IM< « K-sW 

<ii s r . U-. Jj- |{ 

a K-SM'-i: + V. 

(pj » r - r' 
s* 1 - sw 

i.e.. I * nW. 

Mow we can C'onclmle lhat if (liere is no invoshnent 
to bo made SW or profits imisl I>e zer<i, jii'olils or in- 

come of entrepreneurs aU>ve that they can cor»sniric slum Id 
1)0 adjusted as the ncuuls <if inveslnujit re<|nire. This 
thesis is hinte^l at in his QiffUifrft/ Th*‘itnj of Mo/n'tf. In 
the fundamental eqiialiojis wv liavr il fomuihiU'd. Hiil 
we hud him trying Imi d to learn llu* arl oT I rid inn 
Jugglery, FTe eqiiivcK*ates t(» enable hi nisei f lo filatkcun 
the truth lest the i n»wniiig foilishiu ss of mirs / # , , ihe 
economic system shall W ruined liv (he lair Til st'U«* of wis- 
dom and righteousness of the hunianiiv And ifimi liL«' 

P. 28 
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i\ buvsy l)eo flying from flower to flower, he makes a thorough 
senirh the inerh^uusm nf money U> And any possibilities 
of salvaging om* mmoniic system and making it fool-proof, 
lie fails at every step ami naively escapes at every stage 
by repeating |)arrot-like the words that Banks must main- 
tain the equilibrinin lietwet'n savings and investment, 
('.mvinced of the futility of such trials he desperately 
stiunps the liberal pfvlicy of ‘Sj)end more and grant eon- 
snmers subsides* by the state as a theory in his General 
theory. Unless wo give the al)ove interpretation, his 
cr itic ism of tlu* theories of Prof- Pigou and Marshall* 
that invoUintary unemployment is due to the refusal of 
the labourers to ru-cept lower wages and the distinction he 
draws in his (leuernl Th«»ry lietween the repairing of 
in milord's house an<i investment in the manufacture of 
ma<'hine t annot Ik* aijpreciated. In addition as we have 
seen his fundamental equations are illogical for the defi- 
nition of normal rate of i*emune ration of entrepieneurs 
i.s incompatible with separate existence of wi ml fall 
Pr oliis <ir losses. He is not even able to prove why Invest- 
incut nn<l Savings diverge. His outburst against Banks 
are I Bankers is full of fury signifying nothing. For he 
has failed to show how ihey ai-c responsible for the 
i hronic disease which is eating away into the vital of 
our e<‘onomir system. Tn short, if he refuses to accept 
my interpretation he must at least accept that he has 
propounded an absurd an<l untenable theory full of in- 
consistencies. Then whv this acting l>ehind the curtains? 
Wbv does he not plainly define his starting point, t.e., the 
analysis of Karl Marx? ('uriously enough he even main- 
tains that his theory has no kinship with that of Mr. 
Hobson. Well, there is only one fact which can explain 
ibis hypocrisy. Alas! the love for truth is sacrificed 
before the altar of class- interests. He is essentially inter- 
ested in safeguarding the interest of the capitalists. As 
such he (ould not risk people learning the truth and that 
too from the leader of the capitalistic economy. Thus he 
is not trying to formulate a barter theory, as Mr. Hawtrey 
remarked, but rather is afraid to openly propound barter 
.theory and hence plays black magic. Kow that he has 
failed in his attempts at repairing the leaking boat, will 
he surrender hinLself before Karl Marx or Dr. Sechaft or 
remain a pathetie pacificist and lil)eral? One more work 
a Keynelian rode like that of Manii is required to com- 
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pi etc him and the whole world will Iv ougerlv wailing for 
it. Tlie somersault he has made in his views (ni Ihe ))rc>li- 
Icin of ‘Free Trade* m. rroUrlioii. elearly lu-oves ihal lj(' 
is disillusioned alwut I he futiiiv of eaidtalism. Pei haps 
a fascist I 

Now after hearing the story of Mr, Keynes what iloes 
Mr. Lindsay say? Is Karl Marx a blind Utopian, c»r a 
practical scientist wlio with exemplary rigour of logic has 
presented before us an amirnle pii'iure of tlie aiiaUimv 
our economic system, its growtli, its wojkiug and its 
efficiency ? 



SOMi: ASPECTS OF THE KECENT STRUCTURAL 
CHANGES IN THE CAPITALISTIC ECONOMY 


BY 

P. Sriuam. M.A., B-Ed., 

LvvifU'ifr, P. li. CoUetjv, Covttnada. 

No other social institution devised by man has been 
sul»)ecte(l to more relentless criticism than capitalistic 
Econo tny. On the one hand, there is the ardent revolu- 

liouury spirit of most extreme left-wing advocates who 

urue an ini mediate overthrow of the Capitalist Colossus 
foisted upon the worker by ‘the vindictive ruling class ; 
and on the other, there is the uncompromising orthodoxy 
of many ri<du*wing protagonisU who. I)ehcvu»g 
iierniciuusness and irrationality of every other system hold 
that '•Capitalism is the only conceivable form of social 
economy which is appropriate to the fiilnlment ot the 
(letnanciK w'hich society makes of any economic organisa- 
tion/^* This line of reasoning U a plea for the i-estoration 
of an unfettered competitive regime and is ruthlessly 
<ipi)Osed to all controlled and <lirected economic systems- 
Hetween these two extreme views, has gi'own up another 
unheld by a group of Economists who are not blind to the 
internal ‘disharmonies of Capitalism, but, however, wish 
to preserve the essemtials of capitalistic economy, as they 
apprehend that individual initiative and entenmse. would 
be 8U[> pres sod under a socialised system. Ibis point of 
view has Iwen well expressed by Keynes who says that 
“Capitalism, wisely managed, can probably be made more 
efficient for attaining economic ends than any alternative 
system vet in sight, ljut that in itself it is in many ways 
extrcinelv obiectionable. •*- Such a readjustment of our 
economic structure to the twentieth century environment 
is a formidable task of the presen I generation. 

\n objective evaluation of the recent structural 
changes in the Capitalistic Economy has to be based on a 
study of the technical, economic and social inter-relations 

‘ LuUwig Von Miscs, Soeiafisut. p. J2<). 

’ J M. Keynes, Tht: of Laiss<z-i'Qirv, pp. S^’SS- 
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of the constituent busiue?;s unit ’Hu* t'ajMlahsin economy 
existed long befoi-e the advent of ihe I'arlory sssteni N (>1 
until the second half <ir the iiiiioteeiilh iciUu^ v did 
industriaHsm l>eeoiiie llie pie omiiient fealniv <>( tiiodem 
eeouomy. Witli the aid of Tceliiiolf»g\ , it held nnl hopes 
of a eoiitiiiuiiig eres<.eiido of |iio>ptH'l ive ;n lii<oeiiM*n( > 

( he (Capitalistic sti*uvliu‘e al in<lusUy expaiulc^l lo gl^an 
tie dinieiisious shifting (he w<jild in a topsy*(urv'\ I'asliMiji 
troin an einbaiassment of seaivily U» aii eni harassment of 
ahundancc. Even so early as in (he seventies and eighties 
of the last eentury had Ijegun in Kiiroj)e atnl America the 
real era of (Cartels, eombines ami trusts wliuli cjmsider- 
ubly changed the strueture of imlustry. 'I'he two prima- 
ry economic pjoeesses of jnmluetion and illstriluU Ion had 
to l>e subordiiialetl lo ihc private owiiershii» of wealth and 
accumulation of profits. Hence the prevention of the 
major part of fmtential production and eonscjuent frust- 

un econoniiv svsioni. 


The 




laj p 

rntioii of the vital ends ot 

ation of the forces of pure coinjwtiliuii 'was rcslraiiicd by 
‘Mono))olistic and Monopsonistic* tendencies which crept 
into Capitalistic economy. The quota systems, the tai ill’s 
and '1 rade agreements, ihe growth of giant eomjianies, 
rationalisation, and various restriction schemes revealed 
on every aide a drift towards monopolisation, Thi' in 
d us trial entrepreneur no longer stood apart as an atom 
in un economic system I wised on private luojierty ami free- 
dom of contract, lie came to lie con fronted hv a gra- 
dually closing front of organised socdal forces wliicli have 
sought to im])ose upon him restrainls in the interests of 
public welfare. 


The realities of incidern iiiduslrial life reveal a coiisf>i- 
cuous lack of correspondence U'lweuii actual coiidiliuns 
«nd those assumed by rational economics. Tlie ijrcvai- 
ence of irrational conditions in Inisiness may Ijc explained 
by the working of two iiiexornblc foix’es. In the first 
place, the industrial prexi active processes must use natur- 
al materials and so have *to contend witfi the unfore.see- 
able irregularities in their form and extraction, Second- 
ly, they must also deal with men as lalKMirvrs, as entrepre- 
neurs, and as I'ousumers; and man. by his inch vidua L 
<'hangeable, and uncaloulable nature, always introduces 
an element of chance and im|>onderability into indiisijiai 
activity that cannot be eliminated by any endeavoura at 
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technical and organisatory rationalisation.® The des- 
cription of Cap»talisni as ‘a consumers' democracy,' with 
‘a consumers' plebicite' and 'continual referendum’ 
hai'dly bears any relation to the conditions obtaining in 
Capitalist societies- The undiluted individualistic philo- 
sophy of Kentham and his school has declined from its ex- 
alted position to the level of a rather disreputable super- 
stition. Laissez-Faire, as a doctrine deserving of theoreti- 
cal respect in relation to contemporary affairs is as dead 
as mutton.'. The optimism of the nineteenth century 
that there is a divine or scientific harmony between pri- 
vate interest and public advantage has brolcen down, and 
made way for deliberate planning and control of economic 
life. 

The last Great War and the World Economic Depres- 
sion liave shaken Capitalistic economy to its very founda- 
tions- This explains the present-day collectivistic govern- 
mental policies which in their attempts to stabilise sorely 
battered economic systems have wrought far-reaching 
changes in the structure of C^apitalistic economy. There 
has been a progressive abandonment of fi*ee competition 
and adoption of some form of industrial self-government. 
Great Britain, ‘the classic home of Free Trade’ had ^ 
switch on to a system of complete protection. Since 
England has traversed a long way from her individualis- 
tic moorings as seen from her present managed currency, 
managed foreign trade, partly managed house buiiding 
policy, managed systems of agricultural and 
production extending to Steel and Coal- Further, the 
develoi)ment of the ‘grid’ under the Central Electricity 
Hoard, the reorganisation of the London 1 asseneer Tian - 
port under the London Passenger Transport Boar<l, the 
formation of Trading Estates in certain derelict areas, 
the Coal Mines Act of 1930, the Agricultural Marketing 
Acts, besides many minor measures" present an mpressive 
aeereKate of state intervention in industry. The chief 
upshot of such economic policies has l^en the cmerffcn^ 
of “a public corporation controlling the industry, wholly 
or in part, with caj)ital publicly owned and with a definite 


• Von Beckrath. Modern Industnal Orgaiisaiion, p. 200. 

* G. D. H. Cole. SiMiies in World Economics, p- 57. 

■ G. D. H. Cole. PrincipUs of Economic Planning, p. 120. 
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check on ilic opera lion of ihc i>rolU inotivo/’'* These mea- 
sures have hroii«'hi homo I ho tnilli llial Uic athi|Uiou of 
some measure of Smualisalimi is iic»i oonsidorod inernupa- 
tihle with the retention of the mpiialisiio svsioin. 

In America too, tiu* failli in llio st»lf'^onorjilin<i forces 
of recovery had almost vauislied. 'I'hc \vi«ies|>roaii belief 
that the Government must inlervene to roul the disin. 
teg rating foi'ces of depression oj)cned the way for uiicon 
ventional ex}>eriinentR in economic i»olicv for whicli Pre- 
sident Roosevelt and his party have been rcs))onsil)le 
during the last decade. The evils in American economy 
since 1929 were, broadly speaking, iwo-ftdd. The first 
was the concentration of economic ]>ower in a very few 
‘oligopolies' that could control production ami restrain 
competition in most of the heavy and in some of the light 
industries — steel, motor cars, chemicals, petroleum and 
others. The Reconstruction Programme' inainlv con- 
sisted of four types of men suites: — (a) Legislation designed 
to remove the evils of concentration of ftnanoinl nower; 
(h) s(xial security legislation; (c) measures to aid the far- 
mer; and (d) measures to sti'cngthen labour’s bargaining 
power against capital. It provided for 'codes of Fair 
comj)etition* to be drafted on the advice of business and 
labour in each industry. They gave authority to business 
leaders to control production and prices, recognised 
labour s right to organise, and fixed minimum wages and 
maximum hours. The N.R.A. was an experiment ia 
what has been called in England ‘^self ‘government in in- 
<tii8iry.“ The firimary aim of the New Deal Agricultural 
A<lmuiistration was to raise the fuices of farm i)roducts 
which had fallen much more sharply than industrial pri- 
ces. It wa« found necessary to restrict agricultural 
production limiting crops as well as acreage and even to 
introduce some measure of compulsion with penalties for 
farmej'8 exceeding their crop quotas. Secondly, the evil 
that pushed production Is* low capacity and insisted the 
attemjiis at lifting the depression was a decline in the 
opportunities for investment. In order to remedy this 
evil, the New Deal tried to increase the purchasing power 
by expanding credit facilities through the I'eilcral Reserve 


•C. D. H. CoW. Pn»tcif>lcs of F-coHomk Planning, p. i 2 r>, 
' C. J. Huch. Amerko's Hconomk P- 79- 
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SystOTJi an<I The Bfeconst ruction Finance Corporation, 
'rhe expenditure on f)ublic works undertaken on a massive 
sicalc was expected to “prime the pump,” hut produced 
only ‘acceleration effects* and not ‘the multi]>Her effects.’ 
A sustained recovery was not forthcoming in so far as 
private investment and construction I'emained at a very 
low level, and unemployment did not decline below the 
level of ten million. 

I'.ven a brief survey of the reconstruction efforts in 
the two premier capitalist countries reveals their piece- 
meal, uncoordinated and improvisatory character. Never- 
theless. these strivings provide an example of a stupendous 
attoinf)t as a sort of reformed cy>itali8ro under the auspi- 
ces of n democratic authority. That the world's economic 
Mb' Ims moved irresistibly towards a collective basis is the 
most significant irciui <jf recent developments. They em- 
l>ody an o<’nnoniic philosophy of collective action and 'the 
c<‘M<riu oi' liusiness affected with the public interest/ The 
contention that industry has by its own initiative aband- 
oned private capitalism and is well on the way to complete 
socialisation does not seem to be in accord with recent 
developments, It is too much to think that the era 
of capitalistic economy is rapidly approaching its end. 
The ec'onomie crisis is not an evidence of capitalism s 
failure. “What cannot stand up to a tornado or an earth- 
rpiake is not shown to have broken down as a method of 
normal life.”\ If we are asked to plunge into the un- 
known seas of socialist experiment by behevej*s in the his- 
torical inevitability of Socialism, who can give an assur- 
ance that the rigidities and instabilities of that new econo- 
my would not outweigh the weakness of the capitalistic 

system luulcr which we operate? 

Tbasc w'ho would plan to avoid planning ^ argue that 
“to-(lav we are not intellectually e<piipi)cd to improve the 
working of our economic system by planning. It looks 
like a counsel of despair. The economic problem ot want 
and poverty and the economic friction between classes 
and nation^ is “a frightful muddle/' If we set ourselves 
the task of evolving order out of the present interven- 
tionist” or ^non-interventionist chaos, we have to agree 
with Prof. Pigoii who accepts “for the time being the 
general structure of capitalism, but would modify it 

• D. H. ^^ac^cgor, Enterprise, Purpose and Profit, p. 2, 
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gradually.’*®. An extinction of com|)etiti(>n in iinliislry 
to cure physical misery and social in just ice is ajU to pro- 
duce “a sensuous and hbreless society” whore OrcU^r will 
have to be bought at the price of i)rogres.s. Tlie world's 
capital resources a 1*6 impossible of accunuiintion wiifn>ia 
the incentive of self-interest, the corner stone (»f cajiltalis- 
tic economy. It is the powerful mainspring to 
tive activity and has to be pi‘Olected from uncoiling irres- 
ponsibly by the balance wheel of “co-oiali nation of fear 

counter-pulling emotions of eeoiKHuic 
life. The institution of privut^ projicrty, apait from 
certain admitted abuses, which an* not irremediable, 
does Its job well. Kecent social et‘onoinics as distinguish- 
ed from socialistic economics defends this right, while 
condemning its abuse. 

The case for a system approaching either rabid econo* 
mic individualism or thoroughgoing socialisation of econo- 
mic life is untenable. The former will make society loo 
jungle-hke while the latter will lead to tlie setting up of 
a bee and ant- type of civilisation.” The pivijicr ^izc for 
tne units of control and oi^anisation. aiming at an ‘ideal 
out-put must be found somewhere l>ctween the individual 
and the state. ^ important section of recent economic 
theory and practice has been pleading for the forin;iLjon 
or ^ mi -autonomous corporations within the state. Their 
criterion of action within their own field is chiefly pulilio 
ix^nent; and the profit motive is not banished from their 
calculations but reduced to the least harmful level. The 
development of a rigid ‘institutional self-discipline’ will 
secure all the advantages claimed for decentralisation and 
an expert and representative advice. The new bodies shall 
not lx? the organs of Government for which ministers of 
state arc directly responsible. They are to l)C free from 
direct Parliamentary and Political control coupled with 
their accountability to the public. The state, harassed, 
inexpert and overburdened as it is, cannot plan in detail; 
and so must ‘plan planning'** and remain the ultimate 
guardin of public interest. The Central Electricity Hoard, 

A. C. Pigou, Sochiism ycrsits Capitalism, p. 137. 

*® J. George FrctiiTick, Readings in F.eonamie Planning, p. iR<> 

** Father Carty, EcoHomxcs — A Saci^ Sciatee, p. 25. 

** S- A. Salter, The Pranxevjark of an Ordered Society, 
pp, 40 and 4S- 
h 29 
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the Port of London Authority and the B.B.C. are exam- 
ples of such organisation, which have achieved consider- 
ably better results that could have been attained by pri- 
vate enterprise. The constitution of a National Economic 
Council out of a net- work of Economic Advisory Councils** 
will serve the purpose of an * Economic Parliament’ func- 
tioning as an adjunct rather than as an integral part of the 
Government- Transport, industry, unemployment, na- 
tional investment, labour welfare and other nation-build- 
ing activities have to be brought into accord with such a 
new economic structure. ‘Corporative Planning’ may 
prove a real contribution to the problem of Government 
of our age. The case for public operation does not rest 
on the need for monopolyTbut on Qie advantages of substi- 
tuting the motive of public service for that of private pro- 
fit. In so far as monopoly has adverse effects upon the 
distribution of resouires between different uses and the 
distribution of wealth between different individuals, it is a 
factor inimical to the establishment of full employ ment. 
A judicious restriction of the right of monopoly is likely 
to bring about a rc<listribution of wealth compatible with 
equilibrium. A selective and synthesis of the best ele- 
ments of competition and individual enterprise on the one 
hand and regulation and control on the other can attain 
a ])osition of dynamic equilibrium providing on excellent 
alteniativo to other systems. An ideal rehabilitation^ of 
economic life that can be achieved in a free state is a 
community of free men and women, self-disciplined by an 
active social conscience, and organised for mutual service 
with the hell) of legislation devised by themselves. 


'» S- A. Sailer, The Framnvorle of an Ordered .Society, 
p. 40 and 45. 

»* Sir Basil P. Blackett, Planned Money, pp. 33*34' 
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Laj>ies and Genti.emen. 

On behalf of the University Madras and the Hoeep- 
tion ('Oininittee of the 'iStli All-India Economic (‘onfereiico. 
let me extend a most cordial welcome to you all and 
express our sincere pleasure that you have responded to 
our invitation, despite the many difhculties and inccm* 
veniences to which most of you we 1*0 subjected. 'I'his 
Conference should have l>een held in Deceml)er of last year, 
but had to be postponed from time to time, owing U) tho 
exigencies of the present situation. It is no small pleasure, 
therefore, to us in Madras that it has been possible for uh 
to invite you to this City and to hold the Conference here, 
a pleasure considerably enhanced by the opportunity 
afforded us to meet the distinguished economists woj king 
in the different Univeisities and elsewhere, throughout the 
length and breadth of this sub-continent. 

Let me at the outset express our very deep regret that 
we miss to-day, a genial |>er$onality whom economists all 
oyer India held in nigh esteem and who in the evening of 
his career took on the professorial robes as soon as he 
could discard the shackles of administrative responsibility 
— I refer to my esteemed friend, the late Mi'. N. S. Subba 
Kao. His loss is a great loss indeed to economists in 
general, as his ripe experience and sagacious advice would 
have been invaluable in these stirring days. 

You are meeting in the midst of a global war. the like 
of which has not been chronicled in the pages of human 
history since the dawn of civilisation. This war has 
clearly demonstrated not only the colossal waste of life, of 
the flower of humanity, but it has exposed in all its hideous 
reality, the basei* instincts in some, instincts which had 
escaped notice because of their being covered by a thin 
veneer of so-called civilisation. The many atrocities, 
whether real or imaginary, that are chronicled in the pages 
of the history of human folly pale into insignificaDce before 
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the all-too-shocking and deplorable actualities of the 
present. Yet when this terrible holocaust is over, when 
the dust and din of this world conflict has subsided, when 
the passions that have been roused have been brought under 
control, when those satanic forces that have been let loose 
on humanity by the greed and lust for power of the few 
enemies of mankind have been finally subdued, when once 
again the angel of peace ushers in a new era of pea^e on 
earth and goodwill among all men — when this consumma- 
tion which we devoutly pray for, is reached, it is the hope 
of all that a new world order will be established. 

You are meeting therefore at an eventful period in the 
history of mankind and of this country in particular. In 
spite of the hoj>e8 and wishes of the few, the old order has 
to change a.nd will change. Old shibboleths will be given 
the go-by. Old standards of life have to be altered, and 
the new ’spirit of nations a*s of individuals has to l)e imple- 
mented in all schemes of post-war reconstruction. Many 
excellent sentiments have l)een given expression to. when 
men's minds were shaken by the devastating effects of war, 
sentiments which in the abstract arc beyond all criticism 
but which may not be as easily demonstrable when peace is 
ensured and nations begin to turn to the constructive side 
of rehabilitation. The Atlantic Charter was naturally 
hailed as the Magna Charta of human freedoms, for it was 
conceived on a proper appreciation of human values. 
This Charter, which has been endorsed by all the United 
Nations, states in its fifth clause that one of the purposes ot 
post-war policy must be— to quote the actual words— to 
bring about the fullest collaboration between all nations m 
the economic field, with the object of securing for all 
improved labour standards, economic advancement and 
social security.” It would appear therefore that the eco- 
nomic reconstruction will be based on a global policy and 
not on the basis of the demands of individual nations. If 
such indeed is the future that is envisaged and if there is 
the remotest imssibility of its l>eing implemented, the world 
would indeed be metamorphosed into a kingdom as near 
to the Kingdom of Heaven as any that human intellect can 
visualise. Trulv. in the words of a great American. 
Ur. Buchanan, “Suppose everybody cared enough and 
everybody shared enough, would not everybody have 
enough? There is enough for everyone’s need, but not 
enough for everyone’s greed.” 
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Let me not be unduly |»L*ssnni>Cic* nr n|i(iniistio )'ul try 
to be a realist in national and international affairs nl’ stale 
Ere the ink on the iniges on which I ho Atlantic ( ■barter 
has dried, other voices are heard, voices of tliosc who 
participated in this Charier of the Tnited Nations, whicii 
give us cause for serious misgivings and whicli sound a note 
of warning. In the words of Erae<l — Let not (he policy 
of Cioverninents be ‘'To promise, pause, prej'are, pristpone. 
and end by letting things alone*'* hven when oji the 
mightiest of haltlehelils, the >outb of many nations arc 
tighting side bv side In joint comradesliip and saving 
disSlaut countries from the horrors and realities of tnodcrii 
warfare, the bar sinister of colour and clan is l)cing raised 
by the stay-at-homes, to whom moral values make no 
appeal. I do not know if the Mayor of the South African 
(Uty who boastfully said he would not sit in the same row 
as the coloured |>eoDle of that (‘olony |>rof esses C'liristianily 
in public, but if ne and those who think with him (b) 
nroclaim their faith in that religion. 1 would ficg of Je^us 
himself not to venture forth thither in this yule tide season, 
for he stands the certainty of being ejected without notice 
or ceremony! 

But let these incidents, however unpleasant and dis- 
turbing they be, not overawe us or deflect us from our 
straight path. Let us realise that we cannot rest content 
on Charters but that we have to face the task that lies 
ahead of us. the constructive task of revival and reorienta- 
tion, such that we may with a firm resolve safeguard the 
future of our fellow-countrymen and build up a society 
which shall be ensured freedom from want- And in this 
task I would beg of you economists not to be deflected by 
the temporary upheavals hei'e or elsewhere of the present, 
by the recollection of vain regrets of the past, by the 
acerbities and vexations of the many controversies that 
abound around us. Therein lies the danger, a real danger, 
of losing ourselves irrevocably in the quicksands of 
prejudice, passion and polemics. We all know that many 
are the Chapters in the history of our country which might 
well be labelled ‘the Might have beens of History * In 
every sphere of national activity, we, the Government and 
the people alike have committed blunders. Ixist oppor- 
tunities there are in plenty, in the social, political and eco- 
nomic spheres of life and vain would be the controversy, 
if responsibility were to be apportioned between Govern- 
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ments and tlie people or Ix-tween diffei-cnt sections thereof. 

I would l)eg of inv countrymen to turn their eyes to the 

future to taKe slock of the present and so to plan each m 
Ids own line, so that we shall carve for ourselves a place 
under the Sun. wherein our countrymen will l>e vouchsafe 1 
that which anv human losing has a right to expect. 

And to whom can we turn more eagerly than to sucti 
distinguished gathering of economists who will ultimately 
have to give the lead— I hope a correct lead to set then 
house in order and to imidemeiit the many schemes oi post- 
war reconstruction which are now under preparation. It 
has la'cii a strange puzzle to me. why for so long a period 
neither the Government of the day nor the public lealised 
the need for export advice, the dcsirahiiity of coiisiiltn^ 
|•'..■onomisls in large schemes of national developmen . it 
voii will forgive me for the remark, may I not say that it 
was not a little due to your own ifticeiicc. to your own 
imtural modcstv. a hahit of llios.- confined to acmleimc 
activity and I'V no means a crime— that it was the shyti®ss 
on voiir part to play the role that is yours hy right that 
jirohalilv was resiionsiblc for this imfortimate 
iiffairs.' \Vc both In-long Ui i.rofessions where the lay 
uuhlic tliink thev know better and are lietter judges of 
lhat is needed than we can lie! It is, 
to note that at long last there is some sign Jhat govern 
ments are beginning to realise the va ue of the help and 
advice of economists and for the first time 
Conference of Economists was summoned to the capital 
Citv I hope that m the larger proWnns of jK-st-wai 
reconstruction your help would fully forthcoming and 
VfHir ftclvice woiiltl he fully nvuiled of- * r ^ 

From another point of view, it is equally gratifying to 
note that Capital and Industry is taking .advantage oi tho 
advice of economists of repute -a step that would h.ayc 
vielded them greater pi-ofit had they taken advantage of it 
earlier. Gratif.ving as these two trends are. let me sound 

a note of warning^r shall I say « 

nrohahlv whoHv unnecessary. We know the tiends ot 
Governments as of Capital. The role of the «-"no>Tusl *s 
at all times a difficult one and the public look to you to 
i.lav that role wisely and well, without fear or favour 
with no prejudices and no passion. The hconoroist m 
India, as indeed in any other country, has to steer clear 
of the Scylla of officious interference of Governments and 
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of the Chavybdis of subtle blandishment s of Capitalism, 
Brought up in the stem atmosphei'e of scientific thought 
and accuracy of infei‘ence and expression, you that have 
adorned the Chairs at many Universities will I know give 
of your best and fi‘ee yourselves from either of these 
entanglements. 

One of the urgent problems that will im-turahy engross 
your attention is the problem of post-war recoustnution in 
India in the many phases of its national activity. I will 
not refer to the political as|>ect of the reconstruction 
pi“oblem, not because it is not the most important of all our 
problems, not because it has not a dominating influence 
over many aspects of post* war activity, but for the simple 
reason that there are many who are taking a leading sluirc 
in such discussions and at least in this season we are treated 
with a surfeit of addresses, admonitions and resolutions. 
In one sense perhaps it is not a disadvantage to think of 
post-war social and economic problems without the 
embarrassment of party iwlitics and there is same reason- 
able hope of agreed conclusions which may be of value to 
any Government of the future, pj ovided the basis of »uch 
recommendations is the welfare of the common citizen, who 
is the real backbone of the Nation. 

There a ro no doubt some who are unable to see this 
point of view and with them let us agree to differ pleasant- 
ly. Post-war Reconstruction Committees have been consti- 
tuted for many of the social and economic aspects of our 
national life and already plans are being drawn uj), I 
should like to see in the reports of these (Committees both 
the ideal and the practical aspects of reconstruction 
emphasised. It is little use presenting a Nation with a 
well-drawn up scheme of social security in all its diverse 
wpects of health, education, freedom from want and 
insurance against disease, dirt, squalor and ignorance, if 
such schemes are to be given effect to at some distant 
future after the War and only when the resources of the 
country warrant the implementing of such schemes. 

There should be a plan drawn up, but the first steps 
to implement that plan, the spade-work needed should he 
considered now, if any real change is to be effected in tho 
post-war world. It is idle to draw up a long-range plan 
for free and compulsory education of our children and to 
fill the picture of a heaxitiful edifice that will be erected 30 
or 40 year a later, if no attempt is now made for a systemati<‘ 
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survey of the field of education, the location of schools, the 
training of teachers, their availability in large numbers 
and the consequential changes that have to follow are not 
likewise planned and put into operation in quick succession- 
Similarly large schemes in regard to Health Insurance, the 
eradication of the devastating epidemics of the present 
the guaranteeing to every one the facilities for medical 
relief will be but schemes on paper, if other factors such as 
the availability of medical personnel, the opening up of 
large hospitals, the training of specialists and the imple- 
menting of large schemes of sanitary engineering which 
will all 1)0 taTcen on hand in a serious and consequential 
manner even during these hard days of war. 

I have not referred to the many other problems of 
l»ofit-war reconstruction, for I know those problems are 
ronstantlv in your thoughts and you will deliberate on 
them. 'The. expansion of Industries, the openiM out of 
many new Industries, whether they be the Heavy Industries 
or Key Industries, the future of trade and commerce, the 
relationship of Capital and Labour, the exploitation of the 
mineral resources of this vast sub-continent, the role of 
Government in the starting of such industries — thew are 
suhiects which doubtless are receiving the at^ntion of 
many of our eminent countrymen. I-et me in this connec- 
tion emphasise the need for careful research and planned 
methods of enterprise. At a time of inflation ™fDy 
industrial concerns may be started by mdiyiduala, which 
u ruler normal conditions may not survive the 
fjnslaught r>f international competition. The world all 
over is moving towards a merger and it is your duty, it you 
feel convinced of it. to advise Capital and Industry to pool 
their reason sf) to share the pi'ofils and losses that the 
entcrurise itself niav survive the shocks of impact frorn any 
niiarter At the same time, the danger of large cornbines 
and possiliilitv of exj>loitation should be guarded against. 

The time is also come when bet Ur understanding and 
a more intimate association of interests should be estahlish- 
ed lietween Industry and T.abonr, T dream of the day 
when C’anital and Labour will work in harmony. J^et ns 
realise that monev is not everything, that the 
n country depends on the manner m which we atund to tho 
human rapital. that a happy, contenUd, prosperous and 
healthy peasantry and labour is an asset to any country 
which it can ill-afford to neglect. Too long have advanced 
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industrial countries in the West l>ecn accuslonied lo view 
labour as a means to an end, the building up of aji industry 
or the enlargement of capital. Too long have men pleaded 
financial insufficiency for the many long-negloeted reforms 
to be put into operation, but this war has opened (he eyes 
of many and the question of finance cannot 1 h‘ )> leaded as 
an excuse for shelving many of these social security |)lans. 
This idea was graphically expressed bv Mr. Arthur 
Greenwood in the debate bn the Ik‘voi‘i<lge Jteporl in the 
House of Commons when he said: “There are those whose 
eyes are turned towards hai*sh restrictions on expenditure, 
what is called cutting the coat according to (he cloth— a 
useless expedient if the coat is made (oo small to janform 
Its purpose. The futuiu of this country/’ Jic continued 
“does not depoml on the Hank of England a ml ilic Big Five. 
At their best the Banks arc but the lubricant oiling ihc 
wheels of i>roduction. The future of (his cnun(ry and of 
the world depends not upon monev -changing, book- 
keeping and accountancy, but upon what brains and brawn 
can produce out of the bowels of the earth, from (he surface 
of the earth, by processes of manufacture, and by skill in 
trade and commerce. Counting the shekels does not 
produce wealth- Real wealth is the production of organi- 
sation, executive ability and manual labour. “ 

If this is true of Great Britain, how much more 
accurate IS it of India, where many opportunities have l^en 
neglected and where there is greater 5C0|>e of a thorough 
reorientation in regard to plan and policy. If India is to 
achieve a higher standard of living, she has to develop and 
with a quick pace, industrially and agriculturally- 'riic 
loJe of communications, the place of irrigation schemes for 
reclaiming barren areas and making them fertile, (he 
implementing of those schemes of power, whether Hydro- 
electric or otherwise, over the whole sub-continent to foster 
the growth of industries and agricultural enterprise so thal 
the benefits of technical pr<^ress may be shared by all 
regions — these surely afford great scope for constructive 
thought and planning. 

If material prosperity in the shape of industrial and 
agricultural development is important, more important is 
the development of human capital. The attention that has 
to be devoted to education and public health and for which 
economists will have to suggest ways and means for financ- 
ing such schemes on a generous and expanding scale would 
F. 2 
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prove the touch-stone of any genuine scheme of economic 
reconstruction. It is not often as clearly realised as it 
ought to be by those who are more keen on dividends for 
their investments, that expenditure on education and 
public health will benefit not only the country, but the very 
enterprises themselves, ensuring their efficiency and 


success. , . , 

The recent scheme for training Technicians as a war 
measure should be an object lesson to the Government and 
to Industrialists alike. Too long has education been 
regarded as a non-remiinerative enterprise and hnancial 
purists have confined themselves to the delectable task ol 
limiting educational expansion to the available resources ot 
current revenue. This has led to such a shrinkage of edu- 
cational activity in this country that its present Pfogress 
and achievement may more properly be con^ared with the 
position of most European countries in the teginning ot the 
last century. It will be for you, economists, to make it 
clear that any large-scale expansion and reorganisation ol 
education, primary, secondary, University, technical, and 
technological, is possible only if a new policy of 
thcHC national scncmes of reconstruction through large 
loans raised for such purposes is adopted. The same is 
true of problems of public health. The large waste that is 
involved by sickness, disability and other causes in all large 
enterprises is so great that it is disheartening to note that 
iffie of largVscale attack on diseases, endemic and 
ppidemic, ha? been launched with a view to totally ex- 
terminate their possibility. One thing is dear; we cannot 
Slow our countrymen to live in a state of ignorance or u. 
conditions of public health nm! snniUlion wciluigh 
bordering on the inconceivable. The responsibilities which 
will devolve on the State, the manner in which finances are 
to be raised, the apportionment of expenditure on the 
different projects of economic i-econstruction and the sweep 
of the economic offensive to be directed against poverty 
surely all these are tasks which should be undertaken by 
us, citizens, and in the proper fulfilment of which we 
require the advice of experts, who are disinterested and 
humane. I trust that your Conference which is discussing 
some of the problems pertaining to the war period will not 
neglect the equally important problems of post-war 
development. Perhaps in a post-war penod, we may not 
have those limits on industrial, agricultural and educa- 
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I ion a I expansion which are imposed through conditions of 
war. This in itself is a hopeful prospect which should 
buoy you up to constructive activity. 

There is one aspect of the problem which deserves 
sej‘ious consideration and which if not taken ilue note of at 
l>resent is likely to lead to a difficult situation in the futiuc. 
I was pouring through the pages of one of your economic 
journal, the Ajimial Niunlvr of the and while it 

gave me a sincere glow of |)leasure to peruse the excellent 
articles which descril>ed in detail the post-war reconstruc- 
tion plans and objectives of many of the Provinces and 
States of India, it also awakened in me apprehensions of 
))ossible im|)ending difticultics. trials and tribulations. 
Wljatever may he tne forms of Uovernmeut which this great 
sub-conlineut mwy ultimately decide to have, one thing 
cannot obviously bo ignored, the need to preserve the eco- 
nomic unity of India as a whole. Recent events have 
emnhasised this aspect of the question and it is none ioty 
early to sec that tnese schemes of post-war reconstruction 
are so shaped that they from a c-o-ordinatod whole, a well- 
knit mattress of closely interwoven enterprises, each unit 
contributing its own share and all benefiting hy that larger 
and nobler loyalty of ‘‘each for all and all for ea<.‘h/' such 
that India as a whole may take its rightful place in the 
romity of nations commanding i-es|>ect and admiration 
alike, by the picture of united effort it may present. 

I shall not detain you much longer. As one interest- 
ed in University education, it is my hope that Economics, 
which at present is a |K)pular subject with all students, 
will occupy even a more prominent place in academic 
studies in the future. I ho|>e it will be possible to expand 
and extend those special fields of economic study, which go 
^ largely towards an appreciation of applied Economics. 
The larger part that Statistics will be playing in the future 
of any country need hardly be emphasis^. The study of 
economic Geography, of modern economic History, of 
Statistical and Scientific methods of economic study, not to 
sficak of research in many of the economic problems of the 
day, will, I trust, find a more important place in the revised 
curricula of economic studie.s; and the Universities will, I 
feel sure, }>e glad to have your advice in such schemes of 
expansion. 

Let mo once again extend a most cordial welcome to 
you and express the hope that you will enjoy your stay 
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Jiero; ha.ve fruitful discussion of the subjects that you have 
chosen for consideration and taking the will^ for wie deed, 
forgive us tor the many shortcomings of which, we of the 
Hcc eption Committee are painfully aware. It gives me no 
small plensure to welcome into the presidential chair, my 
esteemed friend, Rao Sahib Dr. B. V. Narayanaswami 
Naidu. a distinguished economist, who by his unostenta- 
tious end enthusiastic work for the growth and success of 
this Economic Conference for several years has fully earned 
find rightly deserved this signal honour that you are doing 
unto him to-day. At the time of his election to the chair, 
he wus a distinguished member of the staff in a sister Uni- 
versity* To-day, I rejoice to welcome him, as he is 
connooted with this University in a more intimate capacity. 

I feel sure that under his wise guidance your deliberations 
will be marked with harmony, sobriety and serious thought. 

In conclusion, let me once more emphasise the need for 
nil of us to keep in view those lofty ideals, those noble 
thoughts which alone can inspire us to majestic concepts of 
duty and guide us along the path of rectitude and service. 
Ephemeral are the days of the power proud and the purse 
proud, of the race proud and of those who have not imbibed 
the true lesson of History. Battles may rage, earthquakes 
may shake the very earth, tempests may raise their storm 
over humanity, but the genius of man will weather all 
storms and all devastation provided it rests on the safe and 
uniinpregnable foundation of the eternal laws and builds 
up human society on the basis of those eternal verities of 
life. In the words of a great Historian “one lesson, one 
lesson only History may be said to teach with distinctness, 
The world is built on moral foundations. Institutions 
perish, customs change and alter, Kingdoms rise and fall. 
The moral law alone is enshrined on the tablets of 
eternity.’' 
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Db. B. V. Narayanaswamv, l^f.A , Pu l).. 

B. Com., Bar -at- I. aw. 

Pachahjnppa's CoUecie, Mfidma 
Ladies and Gentlemen. 

At the outset 1 wish to express my Uianks lo 

my fellow economists for having chosfn mo V\ pivsiJe over 
this year‘8 session of the All-Iiitlia Et'oimmii.' 

In the past this chair has been filleil hy eminent a in I 
distinguished economists who have nobly S4*rved the cause 
of this great soc'ial science. Const'ious as I arn of niy 
many shortcomings 1 take this honour as a symlxii of yemV 
kindness, and trust that one and all of yem will extend lo 
me your hearty co-operation and make this Conference a 
success. 


India and Post-War Reconstruction . 

The need for a realistic outlook The whole worUl 
has been thrown out of gear hy a terrible war that has lieen 
forced upon it by Totmitarian Tyranny. It has greatly 
upset social order and human life has InVn ma<le m ise ralilc 
by w«ant, destruction and death. So gi-ent has been the 
suflcring that all sane people have sat up to think of a now 
world order in which we shall l>e fw fnim the dangers of 
war and its manifold miseries and the human race will be 
ensured a safe and progressive futui'e. But the visions 
which the war- weary people pi*oject of the futuie might 
tend to Utopian idealism. Politicians, in particular, make 
lavish promises to so i-econstruct society that there will be 
no unhappiness or disorder thei-ein. Much ham will be 
done by glib and un considered talk. We have to base our 
hopes of the future on the realities of the present and to 
ensure social peace and prosperity after the war, it is best 
that we consider with the gi’eatest care the many factoi'S 
that are likely to lead to social upheaval in the years to 
come. 

The battle front and the home front : — The present 
war has been such a total war that not only the 
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armies on the battle front but the people on the land, 
in the factories and their very homes nave been involved; 
and for all practical purposes there are few who do not 
contribute one way or other to the progress of the war or 
its end , To keep the soldiers in battle-trim on the fighting 
front many times their number must labour in the home 
front for their equipment and efficiency. Further, the war 
we ai e now waging has endangei-ed the lives of the soldiers 
us well as those engaged in the production of essential 
materials for the prosecution of war. The war is also 
iHiiig so fought with lightning speed that unless produc- 
tion Keeps pace with the rapidity of battle movements the 
war can hardly be won. Conseouently industries have 
lieeu so mobilised and modified that they achiev^ 

unprecedented dimensions. The war has also stimula^ 
the urge for national self-sufficiency rendering normal in- 
ternationa! trade wellnigh imTOSsitle; .ind as a i-esult 
goods which cannot be imported have come to be produ^d 
and when such production has not been possible substitutes 
have been develops. AlUigether the world war has coin- 
nclled a stupendous expansion of production unpr^dented 
in the annals of economic organisation, both in kind and 

industrial trends of the war would make post- 
war reconstruction a dire necessity. In the last world war 
Indian industries had to lie greally expanded and new 
industries h.id also to be started; but when peace came 
foreign coniiK-tition was so severe and the dumping nt 
foreign g.Kid.s so acute that many of the industries collaps- 
ed causing great social confusion. delated prolectivc 
nieo-snies im an extensive seale ha.i to Ik- improvised as a 
remedv for industrial collapse. Another danger which 
arose after the last war owing to the want of prior plan- 
ning was the problem of widespread unemployment with 

iU large train of attendant evils. 

Nf'fd for pre-pl(i^riing and 'poH-war reconfttruetton 
In the present war we have need therefore not only to win 
the Victory we seek against the enemy but we have also 
got to win the peac'e which will ensure so(ual and industrial 
mwperity We liave need to foresee and prevent the 
dangers that lie ahead such as those that arose after the 
last war ; and to this end it is best that the problems of 
reconstruction are anticipated and met in advice, with a 
clear vision of what we wish to achieve and what we seelc 
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to avoid . it is also essciUial that we tackle the post-war 
prol)leins /« right now while the danger is not yet upon 
US- For this purpose we should have a clear enunciation 
uf the plans for post-war reconstruction. It may lie said 
that a consideration of the futiii-e might divert the minds 
of our leaders from the presemt and I hereby postpone the 
day of Victory. liut it is easy to see that if wo know what 
we are fighting for, if the idejds and ol)jects wc wish to 
achieve by this war are clear and determined we will dei ive 
fjoin our peace aims an insph'ation as stremg as any wliicii 
lovers of freedom can wish for. The plans for war wojc 
laid hy our enemies cvhilc wc were at peace and there can 
be nothing strange in planning foj* peace while we are yet 
in tlie throes of war. A plan for peace is as essi'iitial as 
a plan for war. 

India’s economic position has Ix'cn considerably ili a ne- 
ed hy the war. Her foreign trade has experienceil a rude 
shock. Industrial pi*odneiion has l)oen diverted towards 
the supply of war materials. Now industries have been 
sorted for the supply of goods formerly imported from 
other countries. Many commercial crops cannot now be 
exported and the production of food ci-ops has had to he 
increased owing to the stoppage of imports. Many of 
these tendencies will lx? fruitful of good if they arc con- 
trolled and directed towards the peace needs of the count i‘y : 
but they must first he protected against the stress and 
strain of post-war changes in relation to Indian fiscal 
economy which in particular is quite vulnerable to interna- 
tional price levels. 

If the desirable trends we now see in Indian economy 
were to continue, a reconstruction plan should be devised 
so as to take into account the permanent needs of the 
Indian people in relation to their progress and develop- 
nient. After the war we have got to maintain the demand 
for industrial products. We must endeavour to retain and 
extend the internal and external markets for the manu- 
factures which we have developed in recent years. We 
have to provide adequately for the employment of skilled 
industrial workers now engaged in war industries and 
wherever necessary open up alternative avenues for employ- 
ment. Further I believe that there is also a need for re- 
vision of our Exchange Policy so as to enable India to 
maintain the position of a creditor country which she has 
attained as a result of recent events. In^ia will have to 
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Pncc an increased expenditure and this will greatly affect 
her financial position. 

After the war a definite threat to Indian industry and 
agricnilurc will bo made by post-war depression; and as 
such depression is likely to be universal, any reconstruction 
plans which we project must also take into due considera- 
tion the nature of world economy in post-war years. 

Reconstriiction plans must essentially emanate from 
the (jovernmont and the Government of India seem to have 
fiecu impressed at an early date by the magnitude of the 
I'rolilenis this country has to face after the war. The 
ITon’lde Meml)er for ('ommerce who became greatly in- 
1 crested in planning for the- future appealed in March, 
Tti H. for postponing public works undertakings by Provin- 
rinl and other Governments to the post-war period. Such 
i‘ostr>oncment of capital expenditui'e will to an extent 
inadifv the severity of the dislocation to industry arising 
from the end of the war. but it will not by itself ease our 
eeonomic situation. In evident realisation of this, the 
Hon ‘flic Member speaking to the (Vntral Legislative 
roiincial referred to a full-fledged reconstruction plan as 
n necessity. As a result the Government decided to form 
!\ pnst-wnV Reconstruction rommittec and it was convened 
on 23rd June, 1041, under the chairmanship of the Com- 
merce Member and* it was named the Reconstruction Com- 
mil tee (eo-nrdinalion). Four sub-commit tees were also 
set up for planning and they were:— 

1. Rc<‘oti struct ion Conunittcc (Labour and De- 
mobilisation), 

2. Roc'onstnuiion Committee (Disposals and Con- 
tracts), 

3. Reconstruction Committee (Public works and 
Govern men t jnircbases), and 

4. Reconstructifin ('onimittee (Trade, international 
trailc policy and Agricultural Development). 

A Consultative Committee of Economists drawn from 
various universities in the country has been formed. ^ The 
Reconstruction Committee will guide these Sub- Committees 
in their work. The recommendations of the committees 
will be considered by the Governor-General-in-Council and 
such action as may be considered necessary will be taken 
thereon. 
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Lot ns oonsidoi* the work tliut Hos before tlu* vnrious 
Commit lees formed. 

The ('ommtffee for Lohour ant! Dejiiohilitiiitlow : — 
This eommiltec should irmugunUe a pioper slntisiicnl 
survey relating to the inereasing volimie of omployinent in 
the industries primarily alTectod by war <leiminil, cjj,^ 
ordnance and clot In ng faetories, textiles etc. The lom- 
niittee must also investigate how the lalxnir at present 
employed in industries supplying war materials van bo 
relninoi) hy those industries in the jXKst-war period ami if 
many workers are to he dismisseil. a plan for starting relief 
work must lie evolve<l. The (x>mmittee should keep in 
touch with the Army authorities so that their plans of 
demobilization do not accentuate the problem of unemploy- 
ment on the cessation of hostilities. As far as possible 
the soldier must lx* reinstated in his former employment 
and for this purpase the army should have accurate records 
of the former occupations of the recruits. Lastly it is 
necessary to consider carefully how far the existing facili- 
ties for providing information to people in seai-ch of 
employment are adequate in the light of an employment 
crisis as may confront the country at the end of the war 
or thereafter. 

The Committee for Dispoenie and Wa? Contracts : — In 
order to prevent the economic struct uro from l)eing de- 
moraJised by the sudden cessation of war production the 
committee has to devote its attention to taper off war 
production as commercial demand expands. The com- 
mittee should interest itself in the problems connected with 
orderly disposal of stocks already on hand or accruing 
under war contracts so as not to break prices and chectc 
incipient demand for new production manifesting itself, 

The Committee for Public Works and Government 
Purchasing Policies : — After the war suitable public works 
policies should He inaugurated so as to round off the 
corners left by the falling war demands. Before in- 
augurating such public works each on their own merits 
judged by the different degrees of employment direct and 
indirect the types of labour, materials, etc,, involved tho 
committee should also consider suitable housing projects 
and methods for stimulating private capital to take up 
public works policies. 

The Committee for international Trade Policy and 
AgricultUTal Developments: — The committee has found 
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that the national income of India h liable to sharp fluctua- 
fions through changes in the level of international prices. 
Besides this, the gradual improvement in shipping posi- 
tion with the close of the war will tend to increase foreign 
competition. As a result of this the quasi-monopolistic 
position of many industries will be affected and will give 
rise to the question of redundant plants and also the ques* 
tion of tariff measures to safeguard such industries. 

After the war the changes in the international t^de 
and tariff policies of different countries will greatly affect 
ihc position of the yi'owers of crops such as cotton, wheat 
and oilseeds. In the post-war years the committee has to 
take into consideration the effects of foreign competition 
and the possibilities of diverting agricultural production 
along new lines if developments in international trade are 
such as not to allow exports to other countries as before the 


war. 


'Meanwhile the Government has started a compulsory 
Savings Scheme and linked it to the excess profits tax 
assessment. The Finance Act lays down that if any 
excess profits tax chargcrl umler the provisions of the 
Excess Profits Tax Act 1940, at the rate of sixty-six and 
two-third per cent., a further sum not exceeding pne-fifth 
of the amount of the said excess profits tax is deposited 
with the Central Glovernmcnt. the Central Government 
shall repay nt such date nntl subject to such conditions as 
it in a V hereafter determine so much of the said excess profits 
tax as shall bt* equal to oue-lcnth of the amount thereof or 
one half of such further sum deposited whichever is less. 
The obiect of this sc'hemc is to provide for industries a 
reserve for post-war re-equipment and post-war recession 
of business activity. During the debate on the Finance 
Bill it was pointed out to the Finance Member that the 
assessees should have an idea beforehand about how the 
amount collected is to l>e repaid. The Finance Member 
unflcrtook to have the matter examined. 

The committee in the light of the su^estions placed 
before them by the consultative committee of economists 
thrashed out a programme of work for the duration or 
war. The committee also gave its views on problems con- 
nected with tariffs, subsidies and protective duties and 
made suggestions relating to the extent of technical conent 
to be given to the doctrine of protection by tariffs or boun- 
ties (including anti -dumping measures) in the post-war 
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period. It also suggested modifications in the machinery 
of tariff making in tne post-war period and expressed its 
views on the relationship between protected industries and 
the state in respect of control of profits, participation in 
profits, social conditions of labour, apprenticeship and 
administrative supervision and state control of protective 
industries niid prices of nrotcc'tod artiilcs liui iii” I he 
period of piotection. “The committee appraised the 
economic consequences of the existing lutes of duty and 
the extent to which the technical structure of the tariff 
required modification in the future, Lastly, the committee 
examined the economic consequences of war time export 
and import regulation and the extent to which they could 
be or should Ih‘ continued in the imst-war |K*riod ’’ 
(Capital, May 28. \\H2. p. 748). 

Regarding international tr^e in the post-war period 
the committee took full account of the Atlantic Charter 
and various other alternative trade policies such as Imperial 
preference, bilateralism, conditional or unconditional 
most -favoured nation treatment, etc., As regards internal 
trade the committee suggested that the removal of numerous 
barriers for in ter -provincial trade will undoubtedly cause 
- much development in the internal trade ])osition. If such 
impodimontH ns oc-trois. transport difficulties, lack of ad- 
vertisement and propaganda are removed the internal 
trade will develop rapidly. 

Agriculture The committee agreed that agricultural 
prices may decline after the cessation of hostilities and 
recommended steps to meet the situation. It has chalked 
out schemes for dealing with the problem of sharp rise in 
prices after the ce.ssatlon of hostilities. 

The committee has investigated the following topics 
In regard to the long-t^'rin a<liustmcnt of Indian agrhul- 
ture to Indian and future world trends 

1. The adhesion of India to international agreements 
for the ‘orderly marketing’ or valorisation of staple croj)s 
(namely wheat and cotton, etc.) 

2. Crop planning in relation particularly to. 

i. The problem of finding alternative crops in place 
of those for which there is likely to be an inelastic or 
diminishing demand, namely, short staple cotton and tlie 
problem of nnding alternative uses for existing crops. 
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ii. The production of secondary crops for develop- 
ment of existing and new agricult^ural industries (such 
aa the canning industry). 

iii. The nutritional problem and in view of popula- 
tion pressure the production of heavy yielding crops such 
as rice, potatoes, pulses and soya beans. 

iv. Developments of mixed farming and marketing 
of dairy produce at distant places. 

V. The extent to which each region should aim at 
self-sufficiency in regard to agricultural products. 

Besides the committee has considered the proUem of 
planning agriculture in relation to (1) an ex^ination 
of the structure of rights and interests in land including 
problems of tenancy, tenure, delete and transfer of land, 
(2) the problem of unemployment and undcr-einployment 
among cultivators with sfpwial reference to mech^ised 
farming, (3) improvement of the economic position of 
agricultural labourers. (4) social experiments in coU^tive 
and co-operative farming as alternatives to individual 
cultivation of the soil and the degree to which government 
can undertake or encourage such experiments, and (5) the - 
co-ordination of efforte aiming at preserving the heritage 
in soil, forests and water such as ciosion control afforesta- 
tion and improvement in agricultural statistics was also 
considered. Two siib-oonimitl(H‘K were appointed to ex- 
amine in detail the various problems mentioned above and 
submit a report of their findings. . j r 

Apart from this network of eommittees organised tor 
post-war reconstruction there are many others started 
mainly for the purpose of whipping up war production 
and for harnessing every available material for war 
purposes- Not only did the Government devote much 
time for harnessing the resources to production but 
wanted to keep up the foreign trade of India undisturbed. 

Among the earliest war-time investigations undertaken 
was one about the extension of the foreign trade of India 
and the finding of alternative markeU for Indian products 
which were lost as a result of the war. The continental 
markeU for Indian products, e.g., groundnuts, were com- 
pletely lost- So the government wanted to discover new 
markete in the United States of America. Witii this 
object Dr. Gregory, the Economic Adviser to the Govern- 



PRESiDENTrAL ADDRESS 


471 


ment of india and Sir David Meek, Indwn Trade Com- 
missioner in London, were sent to discover some jwssibi li- 
lies of India building up an export trade with U.S.A. 

As a result of the war Indian ex|K»rt trade has falloji 
by about 30 crores of rupees and this has not fallen of a 
sudden. The tendency for the shrinkage of tlie e\[)ort 
trade was noted from the beginning of hostilities in 
September 1930 and i‘eaehed the eiilmination point witli 
the fall of Franee in June 1940. Though some of the 
exports, e.^., pig iron, etc., cannot lx* kept up they are in- 
creasingly absorljed by the Indian industries themselves 
producing for war pur|)oses. But the loss of markeU for 
our staple commercial crops gave a rude shock to our oxpe^rt 
trade, The main purpose of the Gregory-Meek investiga- 
tion is to repair the loss of markets in Europe by the dis- 
covery of new markets in the United States. 

ilndia's export of groundnuts to Eiiiopc in normal 
times amounted to lU. 8 crores. The biggest purchasers 
g*^'*i^dnut8 were the Netherlands, France, Germany 
and Belgium. When these States came under the domi- 
nation of Hitler our foreign trade was affected to the 
extent of Rs. 8 crores and the gi-oun'dnut- growers were 
exposed to severe hardships. The United States is a huge 
producer of groundnuts and is capable of vast expansirms 
and our expectation to export groundnuts to U.S.A. is 
bound to be vain.' 

The prospects for the export of raw hides and wheat 
to U.S.A. are also in a similar position. America is itself 
a great producer of raw hides as a bye- product of the meat 
packing industry and India cannot think of building up 
an ^port trade on these lines in view of the severe com- 
petition. As for wheat exports to United SUiites the 
report says that the Canadian and Argentine competition 
will be too much for Indian wheat to grapple with. 

The report is mostly negative in its character except 
in eirophasising the prospects for the exporting of some 
Indian products for which India holds a semi-monoiwlistio 
posion. India is a very big producer of Mica, Shellac 
and Manganese. She produces the best quality mica in the 
world and most of the mica prod uceci» was exported to other 
countries. The armament prograjnme of the United 
States of America calls for commodities such as manganese, 
shellac, mica, cooount shell char and “India is in a position 
to supply all of them. The Government of the United 
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States of Ajnerica has formed a Mica Purchasing Commis- 
sion and this iiidieaU’S the importance of mica for war 
purposes. 

Alongside the atteiupU to discover markets for Indian 
products which have lost their markets in Europe, other 
methods were also employed in India to maximise war 
effort. The first of such attempts was the Eastern Group 
Conference. A pejiuancnt Council of six members was 
formed to faciliute the carrying out of the policy of the 
Conference so that the- task of supplying the troops in the 
Eastern group area (whether in the field or in their own 
countries under training or for local defence) may proceed 
as smoothly and with as small a drain upon shipping as 
possible. The Council links up the Governments concern- 
ed so that they can conveniently operate through the 
medium of a body in constant session. The Council acw 
on behalf of the Governments which have appointed it. 
The Council’s main purpose is to facilitate the supply ot 
materials to the lighiirig f<»r(vs and it has no aulhoniy t ‘ 
issue instructions U) the Government of India or any other 


Government. , ^ 

The Uovernmtfht of India has started a War Resources 
Committee to investigate the methods by which the different 
icsources of tlie country can l)e fully mobilised for war 
purposes. Its advico is always at the disposal of the 
Supply Department and we can understand the great utility 
of the advice by the impressive value of the war orders. 
The total war r.rdiTs fc»r jute bags. etc., diiniig the period 
amounted to 757 lakhs of rupees, the war orders for mili- 
tary garments (for the financial year mi-42) amounted 
to il2 c lores and the war orders for leather manuf^ 
tares amoiinU'd U) nearly Hs. 10 crores as compared with 
4i crores during the year 1040*41. Chemicals and food- 
stuffs were very much in demand by the Supply Depart- 
ment and war ordei-s for those commodities have done 
much to develop their pi'oduction. , 

The ( S Teehuiraf Mission : — But by far the most 
important landmark in the devices for actually augmenting 
the supplies of materials required for war purples is the 
visit of the United St,alos Technical Mission. The Com- 
mittee had a distinguished personnel (Dr. Henry F. Grady, 
Col- Johnson Arthur W. Herrington, sp^ial^t m the 
production of armoured vehicles; Henry E. Beyate, a 
specialist in factory organising and Dirk Dekker, a 
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specialist in transforming ninn power into lalH>ur power.) 
The Mission was not concerned with the |v>st-wnr problems 
but mainly intended to make India the arsenal of the East. 

The Mission while it was in India visited many 
factories producing materials for war and also interviewed 
many industrialists and businessmen. The Mission found 
that to tackle the t\v<i*fold ptMblem of augmenting ilie 
production of certain peace-time ci»mmo«!ities reijuircil for 
war and for converting neace-lime iii'luslrics to new war 
production the power should lie strong and centralised. 
The Mission made the following reconinien<lations without 
committing the Government to the plan 

(a) High powered control indopcnilent of establish- 

ed Government agencies, on tlie Amoricau 
model, 

(b) The separation of production and supply and 

establishment of a new department for the 
former, 

(c) The division of the supply department into two 

parte one dealing with production and the 
other supply. 

(d) The establishment of a War Cabinet with a 

strong secretariat to control War production 
in all its phases. This War Cabinet should 
consist of members responsible for produc- 
tion, transportation and communication, 
defence and finance. 

“The Mission recommended a further investigation 
into the possibility of producing power alcohol ; further 
mej^ures to extend the availability of electric power and to 
rationalise the use of electric power; the expansion of the 
steel industry ; the rationalisation of plants producing 
munitions; concentration in respect of aircraft and ships 
upon repairs rather than new construction; the manufac- 
ture in 'India of a general purpose military radio set; 
measures to stimulate the production of aluminium, 
measures to conserve tin and timber, adiustments in the 
arrangements for treatment of timber and the acceleration 
of the production of refined sulphur/’ 

The Mission was favourably impressed with the ex- 
cellent potentialities and oiialityof Indian laliour. Given 
satisfactory working conditions Indian labour will turn 
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to be skilful, dependable and industrious. The au^enta- 
tion of the labour training programme in special institu- 
tions and factories will increase the supply of skilled labour 
and influence the output of factories. 

To reiterate, the Mission had no post-war plan but 
only suggested methods for increasing the production of 
war materials by better control, supply of instruments and 
skille<i technicians etc. 

In July 1942 an attempt was made to associate latour 
and employers in the task of organising war production. 
A conference of the representatives of Central. Provincial 
and State Governments and organised employers and 
wnrkcr.fii wns held in the third week of July. A standing 
Advisory Committee was set up to advise the Government 
on various labour problems as they arise. The decision to 
have a standing Advisory Committee is in ^reement with 
the rccommenoations of the Whitley Commission which 
decried ^he Government’s policy of consulting employers 
and workers indirectly ns ‘wasteful of time and energy. 

During the war the measure is calculated to promote 
the maximum war effort and after the war the same 
organisation mav live to promote the maximum co-opera- 
tion of employers and workers in putting into luse all 
national resources for raising the standard of living of the 
neopic. Otherwise thei-e is the risk that the day ot 
Victory will mean the death of our cherish^ hopes 
of economic betterment and improved standard ot 

Government of India planning and reconstruction 
committees which I have dealt with so far display the 
Government’s eagerness not only to maximise^ war effort 
but also to fac‘e the problems that await them in the post- 
war neriod. Of these post-war problems perhaps the most 
stupendous will be the industrial problems arising out ot 
the numerous organisations which have been created and 
extended so as to promote industries for the moreawd 
supply of essential materials. As an instance d i 

to the industries of the type the United States Technic^ 
Mission has suggested. Will they be in a position to avoid 
tariff protection after the war? Can they work to full 
capacity in post-war years as well 1 These are the questions 
which must be seriously considered. Alto^ther it is 
nec^*8sai*v to stress that every attempt the Government 
makes to maximise and increase production during the war 
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gives a twist to the normnl wnomic <loYolo))meni <>f the 
country aiul at tho same time a<hU to tlie nmguiUulo <‘f the 
problems likelv lo nhse in jM)st-war years. The greater 
the magnitude of the proldeins the greater will Ik' iUv 
diffieulty of efTeeting a transition in nulnstry 

from war to peace. The (JovernmoiU of liulia as well as 
tile Provincial (Jovernments have got to c*<mskler llie prolilom 
of roconstruetion with the same .seriousness with wliidi 
thev have f;ucd the prohlem.s of war supplies: ollierwise 
the ’woll-heingof this land an<l the rnilions <if its iienide will 

to win the 
tlie war. it 
elear iheii 


jii<hislries 
live. The 


be jeopardised. To show the same eagm-ne^s 
peace that (he Government have .slvovn to win 
IS essential that the Government should maki 
t>osition in many directions. 

In tlio reconstructed |sfst->var Iinlia 
that owe their origin to war sJumld Ir a Unwed in 
policy of tlie Gou'rnment a ml the conditiems ni p<ist war 
India should facilitate tho existence nf these indnslrn^s 
which arc essential for the prosiicrity of tlie country. 
War conditions might facilitate their estahlishment , \\ e 

must sec that peace conditions do not wifie them out. It 
would he a sad tragcilv for the country if the imlusines 
nurtured by war liecome the first casualties of the j)eace. 
Thit in the committees organised for recoUHlruction work, 
industrial reconstruction docs not appear within the 
purview of any of the committees wlicrcas agnciiltural re- 
construction forms a part of the work of one of tm* four 
committees. For a well-halancvd economy the eoiiiir ry 
should he industrial, commercial and agricultural. 1 Ik 
war has given India the opportunity to expand her in- 
<lustrics: and what war has given the Government sh..uld 
not take away. The |K>st.war j)r<'hloms of Imimii industix 

de-serve anxious study and wise planning- 

We have briefly dealt with the |)osUwar rcconstrurti<m 

policy of the government, nlwnit 
and the salient critiiisms about their 
work. T,et us now consider the nlcals that sliould ^ h 
us in the post-war reconstruction of Imlia. the njipoit un- 
ties the war is offering us to-day and the nuMns we ma> 
well adopt for ensuring the Ixmefits of the industrial ex- 
pansion we have had on account of the war, u . ♦u 

It may bo said that the war is doing in effect what th« 
National Planning Authorities might do—the spee<Jing uf> 
of industrialisation and the development of rural economy. 

F. 4 
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For the complete industrialisation of the country three 
kinds of industries should be started. 

1. Industries that fill up the gap in our industrial 
stnicture; that is. reducing the dependence of existing in- 
dustries on foreign sources of supply for certain raw- 
materials. 

2. Key industries, that is, industries without which 
(he large-scale factory-production of consumer’s goods can- 
not he achieved economically. 


3 Industries which are essential for the defence of 
the country and which can be easily converted into indus- 
ti'ies catering to peacetime needs afso. 

'I'hough the war means great loss of men and materials 
for India, it has given an opportunity for 
some of the industries coming under the above categories, 
Ik'sides. a good beginning has been made in training a mrge 
hodv of U-ci.nicians capable of manning some very skille 
wartime industries. This reservoir of skilled 
workers can be made available in the post-war yeais to 
develop the production of some civilian goods for wmen 
India has been so far dei>endent on other countries. 

Post-war reconstruction plans may be considered tiom 
many angles and aspects, for instance internal and externa 
ns, its from the scientific point of and the offic si 

,,oinl of view, from the long-term aspect and the shoit 
term nsiiect- Internally, the machinery of production has 
tii lie changed according to the needs of the nation s 
economic progre.^s. Externally, our economic ^ 

with other countries has to be re-organisod n tlie light ot 
our special londitions and requiremeiiU and with a view 
to promoting the return of the world’s economic organisa- 
tions to normal conditions. , - * 

Reconstruction in the scientific way will take into con- 
sideration the relation between the nation s economy and 
the rest of the world. It will try to forecast the fape 
which the world economy will take after the war and ateut 
the place which the other nations assiOT whfch 

and products. We must also consider the share whi^ 
India^ will get in the productive effort. Foreign 
may be unwilling to forego India as a 
manufactures and in that case planners of pt«t-war « 
construction should devise measures for countenng the 
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powerful competition trom advanced iiuluslrial eon [it lies 
to retain the Indian markets. As distinj^uished I'roin the 
strictly national ami scientilic reconstrncUoji there are tin* 
routine oliicial plans. The plans emanating from olheial 
<|uarteis may not take into euiisideralion the long term 
henelils to the eomilry Imt may attempt merely to tide over 
in the shortest time pt»ssihle the crisis [uoduml hv the \Yiir. 
If the (hivernment of the eounlry is not eoiivinec^l of I lie 
need to inlrodnce a strictly siaentitic plan of reemislnu Licm 
but is content to adopt aii unlx’iuling miUine atiitnde the 
industrial [)j‘ogress tliat the war has achieved will he wliolly 

lost. « 1 • I 

Post-war tvu»nstruclic»n van Ik» (uganukal oithei* Jioni 

u ]on‘'‘-terin |>oint of view or a sh<M*t term one, Ito^ nnstriu * 
tion plans may be applied for a period of years to nouridi 
industries that aj-e essential for the country '.s prosjjcniy. 
The short period plan is uscii for [>i‘oteeiing ijulustnes 
which arc developed and are making huge |)rohts during 
the war, During iK?ac*etime such iiulustrlcs may lose 
heiivily and the Coverninenl iiuisi eome tnil to jjioUHl 
them if the itidusti-ies ai-e needed for the nnliuii s 
progless. , , , 

Hence before organising a post-war plan the scope or 
the reconstruction plan should be defined and in order 
that any post-war i-eeonsti uciion plan may Isecotiie uitiin.ite- 
ly useful, two essentials should Iw salisfied. The plan 
must, firstly, reduce the impact of sudden and drastic 
changes both at home and abroad on the economic position 
more especially the immediate economic pro.spects of tlio 
nation as a whole and of a large number of individuals and 
classes. Secondly, it must prevent the changes from war 
to peace economy from either disorganising the national 
economy or neutralising the industrial and economic 
progress achieved during'the war or from rendering, the 
nation less fit to realise its economic aspirations and aims. 
These two essentials are meant to ensure that ew- 
nomic pregress is not hampered. Reconstruction plans 

should therefore render permanent ” 

the war; they should not affect advei-sely the 
already made Hence it is essential that post-war recon- 
struction in India should not be of a 

has got raw materials and has a good consumers market 

at home for her finished products, [he 

ingly requires all-round expansion of her industries in the 
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l^ost-war period- The Post-War Reconstruction Com- 
mittee must also find out ways and means by which those 
lines of production which. lag behind may fully meet the 

national demand. .1 *• 

Post-War Reconstruction involves the consideration 
of a miml)cr of problems and the more important of them 
arc: — 


1. Social problems. 

2. Industrial problems. 

Agricultural problems. 

4. Problems of foreign trade, 

5. Technical prd)leras, concerning Government and 
management in each industry, 

G. Problems of public finance, national currency and 
credit, foreign exchange, and 

7. Problem of international co-operation. 

Social Problems War imposes a severe strain on 

society. The numerous changes which 
wartime economy may call for l^ermanent chafes in the 
economic and trade policies of the 
war the demand for commodities has 

For instance, for the goods which " 9 ^ »va.l^e the 
demand for substitutes has been promoted and af^r the 
war the demand for substitutes may -o 

the industries producing the goods may find it difficult to 
revive As a result of the change m taste great suffering 
will 1)6 caused among the la^e class of industrial liiliour 
and the laige number of agricultural producers. 

There are some problems of reconstruction needing 
attention which can be solved only by administraUve action 
after the war. The cessation of hostilities wiH bring 
unemployment among Government servants eng^ed in war 
work and among industrial workers supplying orders^ 
Wc may expect the Government to examine these problems 
iTadvance and take due measures of protection whenever 

among agricultural pr^ucers - 
and industrial labourers provision should be made tor 
emergency relief. If restriction of output can bring ^ut 
some relief to labourers the machinery to effect such re- 
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duotion should lie ihoiight out in advaiu-c. I'iu‘inidin iu,-u5 
Government semxnts eiigagoil in war work ami 
among workers in industries su|M\lviug the ivqnnvineiit^ 
t'oi' Will- can be solved b}’ suitable adjiistnients in (he capital 
li!' 0 '’Taiume of the Uoveniinent, public iMidies and coi pui'a- 
tioirs. There should Ik- a unilied prograiniiic cmliniciiiij; 
the activities of these Itodies and it should he seen that the 
results of the cajiital exiieiuliture are of lasting social value. 
In these eases it should be sr*en that the activities ut ouo 
body do not come into conflict with any other. 

' The |>ruvincial governments should k- fully rc|ircseute.l 
in the capital iirogranimes; for, the single-liamled eiloits 
of the Central Government without the full co-opcvatioii by 
the provincial governments will be too inadequate to scil\c 
the crisis in the post-war period, , 

Other sociological asjwcts of reconstruction are the 
promotion of measiiies for industrial welfare. 1 f lii.lia has 
to stand up to the liorrors of war, if her civilian ))ui>uliition 
were to face the severe destruction of their liouses and 
properties, post-war reconstruction must devoU' mueli at- 
tention to the housing problem of the citizen. In the post- 
war years the Government should have special plans reaay 
lo replace the workmen's quarters destroyed cither bv 
enemy action or through an apidication of the scouhed- 
carth policy,' The workmen in Post-War India should 
have comfortable and aanitars' houses. Slums tliat dis- 
figure the landscape, slums that are not at all conducive 
to the moral and mental development of tlie workers, should 
bo banished from India, The Government can grant loans 
to industrial workers for erecting houses aceording to jilans 
accepted by the Government, and arrange to obtain the 
repayment of such loans in small instalments over a period 
of years. A well-housed industrial population is an eco- 
nomic asset. It will promote healtW hfe and increase 
efficiency. Healthy housing will eradicate many of tlio 

causes that lead U> industrial inefficiency, 

In the post-war years the e/nigration of workers to 

other countr^ should be controlled. No 
for our surplus population is good. But an icted 

emigration of men to other countries without adequate 
. safeguard for their civil rights in the countries 'vl'ere tl^ey 
work is wholly despicable. In the post-war 
plan to find employment for our men in 0 “^ 
other countries seek the help of Indian labourers, emigia- 
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tion should be allowed only on condition that the countries 
needing them provide the normal requirements of labour — 
minimum wage, security of employment, provision for 
housing, medical aid and education, provisions for return- 
ing home over a period of years with allowances and with 
no risk of losing their employment. If emigration is allow- 
ed on this basis the emigration of Indian laliourers will not 
present any thorny problems to the Indians Overseas Mem- 
)>er, and the story of their ill-treatment will no longer 
darken the pages of our history. 

Suitable measures should be adopted to settle industrial 
disputes without resorting to strikes. The Post-War 
construction Plan should establish certain conciliation 
boards whose decision should be recognised by the Govern- 
ment and given effect to. The Government have already 
made a lieginning in this direction by the appointment ot 
labour officei-s for Ordnance Factories. Frequent resort 
to strikes results in much loss of working days and a hepy 
reduction in the income of the workers. So the prime 
object of post-war policy so far as it is allied to the 
sociological aspect should be the solution of jiroblems relat- 
ing to housing, emigration and industrial peace. During 
the slump the emphasis was on recovery after the slump, 
but to-day the main problem is reconstruction after the 


2 Mihstrifil Problems The plan for post-war 
years should be directed towards devising ways to increase 
the consumption of industrial raw materials m indigenous 
industries. Besides, the plan should promote increased 
self-sufficiency for India and also the resumption ot the 
export of raw materials to foreign countries to some extent. 
To promote self-sufficiency, the indigenous industries must 
be appraizod of the varieties of local needs and the extent 
to which Indian industries can cater to them. The Indian 
textile industry imporU long-staple cotton ^ order to 
produce finer textiles. Since self-sufficiency is the ideal, 
the increased production of long-staple cotton should be 
provided for and new uses should be discovered tor snort- 
staple cotton. The export of some other commercial crops 
such as groundnuts and 'tobacco come under the same 
category. Instead of exporting them raw, jnnst start 
industries to manufacture finished articles out of th^ and 
the finished or semi-finished products may then be sent 

out. 
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If the resumption of old channels of export is consider- 
ed the ideal, the countries which absorb some of our com- 
modities will have to be permitted to send into India some 
of their own commodities even though they are of a 
comjwtitive kind. By such agreement our infant industries 
will be expos^ to powerful foi’cign competition. 

But the task of deciding how far we should prcunote 
self-sufficiency, how far we should resume old channels of 
cx[)ort and how much concession we should give to foreign 
countries for undertaking to absoH) some ot our products 
<lcf)cnds on reconstruction planners and the way they 
umlerstancl the Indian economic situation. 

The moment the war ordei's cease the indust I'ios t ator> 
ing to its demands will have to face a very difficult situa- 
tion. If some of the industries survive after the war |K*riod 
it will be mainly due to the inability of <»ld rivals to (omo 
back to Indian markets: and during such perio<l Indian 
industries may not need tariff and other j^rotcction. But 
when other count rise are actually in a position to compote 
with Indian infant industries, as a measure of ])ost-war 
I'cconstruction. Indian. Industries should be specially pro- 
tected. “Kstimates of wartime progress detail the progress 
of Indian machine-tool industry, the l)epinning of ship- 
building and repairs without indicating whether the 
jnogress is likely to be permanent. Standing by themselves 
such estimates provoke fears of post-war slump. The war 
and all its effects are vieNved as unrelated to the original 
and the successful establishment of sul»stitutes in 
former markets induces many to take a gloomy view of 
f>ost-war pi’ospects In export trade. 1'hc restoration of 
old sLnmlards of living is going to he more than evcj 
difficult in the East- The Colonial markets are lost for 
IkiUi IiuliaaiKl Britain, hecause tliev will he in p<*or a>ndi- 
tion after a late victory, A stale of dependence on imports 
is undesirable: hence (he <leinand for planning now, Jf 
food crops displace cotton and oilseeds in the future, 
the rcfJuction in the post-war quantum of foreign trade can 
he saf<dy ignored- If the mills take all the cotton grown 
in India and textile imports are displaced for good, the 
effects of peace on employment and profits in the mills will 
l)e negligible. If the growth of capital and enterprise alike 
IS checked by the present rales of ^taxation there will 
be few infant industries struggling for assistance. 
If Poland and Japan are alike debilitated, the Indian 
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woollen industry will have few anxieties; if the leather and 
rubber industries develop rapidly the hides and skins and 
rubber exports will switch over to the home market. The 
permanent handicaps that will be thrown on Germany and 
<K‘c'upied countries after the war, which will limit recon- 
struction in Europe, are sui'e to help the iron and steel 
nmnufacturers in India. The large food leserves held in 
America against the return of peace will divert shipping 
asvav from India and check general imports while enlarp 
ihg tlio demand for jute manufactiii-es. If one chooses to 
ill ink out rosohilely what will come, should peace return 
swift Iv, one might even venture to say that except for a 
I'liaten* in bullion prices conditioned by Anglo-American 
juM'cement as to exchange, there will be no grave shock to 
Indian trade and industry. The position won markets 
like Afghanistan bv Indian sugar will be retained liecausc 
.hnn and Russia alike arc incapable of remaining sp- 
oilers to cr)untrics east of Suez. In ^gard to y>a), cement 

nnl paper the export irnde of India should in effect incrense 

vfliher than decrease owing to the l^t-war demand m the 
East. DifTiniltios with regard to liquid fue will disap- 
p,-nr as power alcohol production would prol, ably take a 
knock Socialised war production would probably suiter 
iiut normal peacetime demand is enough to keep iron and 
^;teel industry going aa also minor industries like glass and 
ciillerv ff'eapital is flowing into industries as betore. it 
will almlish the fear of over-production Disarmament 
will Ik' a bij^r industrial factor than it is known, 

I'lbour released from war industries will he diverted ^ 
l>ea<efiil enterprise and there is every scope for a rise in 
(be effieieiuT of lalv.ur,” (Fn.in an article in Ivlmn 
.-’-•'After the War” dated July 4, 

The relevant (Million of this article from /nr/iwn 
riiKiiirr has iM'eii quoted in order to give an idea nf the 

war prospects of ln<lian inrliistrie.S. It may lie 
alto-ether one-sided and give a rosy view of the post-war 
foshion of Indian industries. There are, however some 
clisqiiieting features which make the picture of post-wai 

prospects gloomy. , . . , 

Wsides this nil plantation industries including co- 
..nanuts have goo<l prospects. In the^ post-war years indus- 
tries will be permanently established in India which will 
absorb the products of the planUtion industries and turn 
out consumable goixls. Increase in the purchasing power 
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of tho 11UISS08 will liuisi* Uie inai kcls to oxpa.iul. Tho ])lan 
for post•^Y 5 U■ iv<HmstnH 4 ion should place oji a firm f< 5 oting 
the iiulustry jJroJuviiig machine iotA&. In tlu' post-war 
]H*rioci iK'lIigerciit iintioiis will l)c cngageil in rel)ui!diiig 
their voimti'ies devastaletl hv the war ami in replacing the 
iiulustria,! machinery which were not pro|H'rly repaired 
during tho war. So in the post-war years we Jiujst make 
all the retjuired nnuhinei-y for our industrial development. 
The first step in this tlire<*(ion is the stalling of machine- 
tool making in Inilia itself: and we believe that g<H)d use 
has heoji jna<leof the assistaiue.of the Amej i<an Technical 
Missioii in providing ecjiiijiment and personnel in this con- 
iioetion. C’onsitlerahle progress will however have to U' 
efTeetod in making machine-tmils in the years tf>cnme. 

Tims the post-war rwonst ruction of uuv industries 
should give us in |H'acetime the advantages, India has i)e.»n 
able to secure in tlte |H‘i‘iod of war. 

War has given an opjxu'tunitv to start key industries 
connected with shiphuilding. aircraft and auiomohilo manu- 
facture. Another industry of equal imptirtance is tho 
manufacture of locomotives in India, as yearly, India 
imports a good uuml)er of locomotives fioin other countries, 
A report was published favouring the location of the plant 
for tho mannfactui*e of broad-gauge locomotives at 
Kachrapnja near Calcutta and meter -gauge locomotives at 
Ajmore. Most of the parts for Iwomotives can be manu- 
factured in India except copper plates, pipes and rods 
for hoilcisS. gauge glasses, armoured glass pi'otections and 
lubricator glasses, steel boiler tul)es and such elements as 
asbestos mattresses. But this favourable report for start- 
ing the manufacture of locomotives was not given effect 
to. Tho Government should take a lively interest in start- 
ing these key industries at tho period when tho war provides 
the opportunity for starting them and then in the post-war 
years give them protection, if they need it, so that they 
may be in a |>osition to make India a fully induslriali.sed 
country. 

India also prodm'cs a good nunil>er of chemicals and 
patent medicines. Plants also have been established to 
produce aluminium — a very important metal for war in- 
dustries (from oi*es obtainable in the C'ountn'). 

A grind fural Problem The war has impressed 
upon us the inadequacy of our food supply. Though our 
country is predondnantly agricultural and food crops are 
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by far the most important of the crops raised in this 
country, the output of food grains has not been sufficient 
to feed the vast population. The food shortage was made 
good by the inrports of food grains from Burma and Indo- 
china.' On an average for the ten years preceding the 
stoppage of such imports we imported 14 lakhs of tons of 
rice from these countries. 

So the Government has inaugurated the Grow Mo''® 
Food campaign, lit has lajmed at 'increasing the food 
pio<luction by a change over from the production of cash 
crops such as groundnuts and short -staple cotton for which 
there is a shrinkage of markets to the production of ftwd 
crops. The campaign for growing more food coupled with 
the propaganda to waste less food and for substituting 
other fond materials of good nutritive value g'’®!;'"”' 

nuts, cereals and vegetaliles) for food grains will go a long 
wav to tide over the temporary food shortage. _ 

But after the war there may be the resumption from 
Burma and Indo-China of food exports to India and the 
•Indian grw, in-grower may experience special difficulties 
through Tallinl prices resulting from foreign competition. 
Past -war Reconstruction Plans should consider the protec- 
tion of the grain-growers against such dire consequences. 

Even in normal times the bulk of the Indian popula- 
tion suffer from malnutrition and insufficiency of A 

comprehensive food planning drive organised in the 
warVriod will not be a luxury. It will have a d®mive 
effei't on national nutrition and also 
of the agriculturists who wiU grow a 
meet the increased needs of the people who, will be guided 
hv the food planning authorities in arranging their diets. 
Thus in the post-war years the nutrition, poverty tvnd 
hPTlth of the people are elosely linked to the food planning 
drive started under the au59iee8 of the Reconstruction 

Committee. ^ • t 

The Food ProbUm of Ivdia The food crisis in India 

has been accentuated hy certain factors affecting the supp y 
of and demand for food. .On the supply side we have U> 
take into account the following facts : 


1. Certain normally deficit areas like Boml^y and 
Malabar coast have been deprived of a disproportionately 
large part of their normal supplies by the cutting off ot 
Burma imports. 
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2. In the nojiually surplus Uistric-ts of Bengal the 
normal supplu*s have beeji j'edutetl hy the eve lone of Uetohej' 
lt)42 and by the widespread disease in the Ajjian paddy 
erop of Western liengal. 

On the demand side we have to note the following : 

1. The crisis has U'en aetvntuuted by the combina- 
tion of an adverse supply situation witli un adverse 
psychological situation due to I lie proximity to the war 
zone. 

2. The magnitude of the marketable sui plu^^ liass )>een 
diminished through the increased holding and increased 
consumption of the cultivator who in the depression j)erio<l 
was eating less than was re(juisiie for full efficiency. This 
diminution reacts with disproportionate effect up«in the 
urban consumers as a whole. 

3. The increase for the first time in the pei’ capita 
income of certain classes of people leads U) un increase in 
the per capita consumption. 

4. The absolute size of the riev carry over ileclines, 

5. A portion of the available stocks is witijheld foi' 
investment and black-market I'easons; and, 

< 1 . An increased demand for family and security jea- 
sons which cannot always be satisfied exerts a dispiopo]* 
tionate influence on prices. 

Thei’c is a misappi'chension that the supply of food- 
stuffs to the army stationed in India and exports to other 
countries are resixinsible for the present crisis. The (Jov- 
ernment of India, however, have made it clear that the 
requirements of the Defence forces in 'India arc only j of 
the wheat produce of the Punjab and 1/20 of tlie l ice 
produce of Bengal. 

It may be pointed out in passing that the ofTiciency of 
agricultural production is to some extent interfered with 
bv the shortage of metals like iron, vitally important for 
the making and maintenance of agricultural implements. 

Remedial Measures : — The question now c*onfronts us 
'‘What are the Remedial Measures that should be adopted 
to alleviate the deleterious effects of the present situation ? ’ ’ 
In the first place attempts should be made to inciease the 
available food supply. The suggestions in regard to in- 
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creasing supplies relate both to imports from and exports 
to other countries and to food grains grown within the 
country. It must be laid down that for the duration of 
the war India must cease to be a net exporting country and 
become a net importing country. The export of rice must 
cease altogether. The Government must press for imports 
of I'i million tons in the first year and for imports of one 
million tons per annum in succeeding years — one million 
tons being the average annual net imports for the last five 
years. The reason for suggesting a larger initial volume 
of imports is to enable the half a million tons to be utilised 
to create a central food grains reserve. Such a reserve 
will render the enforcement of adequate price contiol easy 
and greatly facilitate procurement. 

As regards increase in the supply of foodstuffs grown 
inside the country the following suggestions may be taken 
note of : — Assistance should be given to industrialists, for 
the importation of plant for the manufnctui'e of Ammonium 
Sulphate to the extent of at least 350,000 tons a year. 
Adequate supplies of- Iron an<l Steel should be secured for 
the replacement and ivpair of worn out or defective agri- 
cultural implements. The undej' polishing of rice which 
is now practised at Madras should be extended U> all other 
rice provinces. The '*Grow Moi-e Food" cajnpaign should 
be given a fresh impetus. There should be a large-scale 
distribution of improved seed. The Grow More Food 
campaign is bound to be fraught vvith difficulties. The 
average agriculturist is illiterate and is apathetic to modern 
scientific knowledge in the use of manures and agricailtural 
implements. The uneconomic holdings and giadual 
morellement of land make it difficult for the agriculturist 
to respond to the “Gtow More Food*' campaign. Lack 
of transport, marketing and credit facilities are a few 
more stumbling-blot'ks in the path of the agriculturist. 

Procurement : — Two alternative principles may be 
invoked to solve the problem of procurement or the acquisi- 
tion of supplies. The first principle is that of unlimited 
free trading in food grains. But this would -result in a 
drastic rise in the level of prices in some areas. The 
other principle is that of a central government food grains 
monopoly- This is not a scheme inherently unworkable. 
But the creation of a vast organisation is not practicable 
in the middle of a crisis. The course of action that can be 
adopted in the present situation should be based on the 
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following principles. Firstly » though it is proinatuve tri 
create complete provincial or state monopolies yet ilie hist 
principle of a sound procurement policy in list lie the eli- 
mination of corapetitiou as far as possible. '1 he centre, 
therefore, need not set up its own piwurement machinery 
so long as it is satisfied that the provincial or slate 
machinery is working udequaielv. Secondly, to allow 
official buying to function effectively. Iransport pnt)rilio8 
must be secured. Insufficient attention has Wen iniid to 
this form of eliminating coiniietitive buying in the past in 
the provinces. Procurement involves in tlic last resort 
getting the maximum quantity of food grains from the 
cultivator in every part of the country. To achieve this 
end, there are two alternatives— compulsory acquisition at 
a fixed price and inci*easing the inducement to the culiivatov 
to sell. It is jierhaps |)remature to resort to mpiisitioning 
in India wnich would involve official jirocurcmcnt 
machinery ev€i*ywhej*c, though in seriousl^y dclu'it aieas it 
may be the only way out. A rise in the price of food grains 
may not evoke an increased supply so long as higher incmcy 
prices received by the cultivator cannot be translated into 
an effective supjily of goods which the cultivator requires. 
The problem of procurement is thus intimately linked witli 
the problem of increasing the suppy of goods which the 
cultivator needs. Untiring efforts should therefore 1)0 made 
to increase the supply of such goods and the problem 
rank next to the problem of munitions suiiply. If the 
supply of these goods cannot lx» increased adequately, it 
would be advisable f#r Govern inent to secui'e supplies of 
the precious metals for sale to the cultivator. In this 
connection, it may be mentioned that fifty lakhs of rii|>ces 
are provided in the central budget in addition to the loans 
granted to the provinces for the buying of food grains. So 
far Rs- 100 lakhs have been lent by the Centre to the 

provinces. , , , >• i 

Distribution and Consumption : — It need hanlly i)e 
emphasised that the food crisis has to a certain extent 
emerged as a result of mal-distribution of the quantum ol 
food grains available in the country The problem of 
distribution is closely interlinked ^ith the problem of 
transport. The proposal to create an officer in charge ot 
food movement withm the Food Department deserves to lie 
acted on. The steps taken by the C:entral Government in 
connection with Railway priorities for KX>d gi’ains are 
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welcome. To relieve the congestion of Railway traffic 
alternative modes of transport should be employed. The 
possibilities of using water, lorry and country bullock-cart 
transports should be examined. It is gratifying to note 
that the new Viceroy has given expression to his decision 
of associating trained army officers with urgent problems 
of civilian transport and also of utilising the services of 
certain army transport, for the purpose of food grain 
movement. 

Another aspect of the distributive problem at the 
present time is tne rationing in the larger cities of India, 
i.e.y with a population of one lakh and over which should 
be undertaken forthwith. It is impossible under rationing 
to guarantee any section of the community the food grains 
consumed by them habitually, according to their require- 
ments ill normal times. For the successful working of any 
scheme of rationing the need for public co-operation is 
paramount. This can be l>est secured by setting up of non- 
official advisory committees. Another pre-requisite of 
Rationing is good administration. There should be drastic 
enforcement of law especially in the early stages 
when attempts at sabotage and evasion arc likely to be 
frequent. 

The Food Department should also investigate the 
possibility of individual rationing of sugar and milk as 
those have a peculiar lK*ari ng u|x)n tlic health of wojnen and 
children. General rationing is imi>os8ible in rural areas, 
but it has to be noted that in famine or semi -famine areas 
distribution cannot lie left to the nomal channels of trade, 
and Government action is absolutely imperative. In 
Madras, Rationing is to 1x5 introduced in all municipal 
towns and this jiroposal should be welcomed. 

Jt*ric€ Control : — The food grains policy committee set 
up by the Government has come to the conclusion that the 
price control of all the major food grains should be institut- 
ed in all provinces and stated. There should also be a 
central control over these statutory prices. In considering 
the appropriate level of regional prices, the cmltivator’s 
costs should l)e tnken into ac*count. The committee while 
not opposing the policy of selling food grains at reduced or 
prefei*ential prices to certain sections of the population 
points out that such a policy can never solve the ^neral 
problem of food supply and should never be regarded as an 
effective substitute for an integrated food grains policy. 
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There* ore ccrinin iiiiuinnnn coiulitions for elVeetive si5\lntory 
price oRitiHil : (1) There should Iv nil jHlec|uale jiroi urement 
inaehinerv. (2) The hwHl jjrniiis eoiilrol order slioiild he 
enforced strietlv. (3) 'I'herc should lie an elVeclivo eonirol 
over irnnsport. The imporlanee of prieo eontroi has Inen 
realised by Mr. Amery in n reeeiil sjiceeli in the llmise f>f 
C'oinmons where he traced the food siluali<'ii in lh'n*;al li> 

inflationary forces. ^ . * t' i 

A dminhimtire Aspects of the Food Prohlein ; — A l‘Oo I 

Ihnird -should he created in the place of the esislinj: orjrnni- 
sation at tlie centre. This should secure llie rout muons 
and conscious co-ordination of etVorl in all clii eel ions. In 
addition to the I^oard there slmuhl U* a jninel of sis esiierts 
drawn from trade whose advice should lie som^dit on suit 
able occasions. H'he sjihercs <if a«*tivily of the centre ami 
the ]>roviuces and the states should k* clearly dohneil. C‘o- 
ordination of the activities <if these thuv should k* hrcnijxht 
about. — Food Grohts Ftdirfj ('nmmituu Rrpurf . 


Plan i*nn At;Rirri.TVi<E 

That our agricultural ev'ononiy has slowly In'cn deteri- 
orating is now an admitted fact. Not onlv have we neglect- 
ed the extensive cultivation of food crops in ivccut years 
but have also been experiencing a fall in the yield of the 
same. If wc are determined to prevent the recurrence ot 
a food crisis, we should lose no time to reorganise our agri- 
cultural economy; nor should wc liesitate to introduce 
sweeping and revolutionary changes. . 

There arc no doubt many difficulties in achieving tfu* 
end. Agriculture is so closely linked up with the hmnan 
factor that even a slight change is likely to be mot with the 
greatest opposition from the cultivators. A conjsponding 
reform of social policy is essential for a. successful reform 
of our nericuUural policy. Again the extent of retorm in 
agriculture will be determined by the extent of 
other sectors of our economy. For example, unless theie 
is rapid industrialisation, any labour that is dispiacea 
from agriculture on account of the new njethods wiH ^ 
wasted; also agricultunsU should he supplied 
goods for the greater resources they will come 1^^\ _ 

Our internal reform will also be greatly influenced ky pkns 
on an international scale for effective oi*ganisation of agri- 
cultural resources of the world. 
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Oiir RgriouUural production has noi been keeping pace 
with the growth of population. The rCsSult is that “there 
is an une\ample(l pressure of the pojnilation against the 
means of subsistence/* 

This serious state of affairs can be rectified only by 
intrtxiucing reforms from all sides; technical, economic, 
fiscal and social. The state should take an interest in 
('arrving out the j-eform. 

Kconomically, agriculture has failed to he a business 
pro)>ositi(>n in india. To make it profitable, not only 
should tiu* methods of cultivation be improved but a scheme 
of siMisilflo crop planning should he introduced. Intensive 
cultivation on scientific lines should be carried out. The 
progress made in plant-hrceding. live-stock breeding, crop- 
rotation, mecbanisntioii, irrigation technique, manuring, 
liavc all to W stiidied to l)e introduced with necessary 
( hanges to suit the conditions in India. The types of 
irc'ps til at we shall grow will be influenced by the nutri- 
tional reciuiroments of our growing population, our 
iixiustrial demand for agricultural , raw material and our 
c\[)ovi ]>os.sihilities. I slmnld also say that the land 
revenue system also needs to he reformed to make agricul- 
ture i>rofi table. 

')’}»(• nu»st stu|H*n<lous and biggest task in any reform 
of agriculture in our country will l>c the jircvention of soil 
crosifin a ml conservation of soil fertility. In many parts 
the soil lias reaclmd a “stationary state of fertility at a low 
yield ' In the words of (Colonel Brayne “India is literally 
drying up in front <if onr cyes.“ Government alone is m 
a j)r>sition to tackle this problem and this it should do 

urgently. . . 

Social reform should accompany agrarian rclorm. 
The old laws of inheritance leading to fragmentation of 
hoIdin^^s will have to undergo a change. New institutions, 
nmre in conformity with a progressive agricultural eco- 
nomy, should be set up. 

It should be realised that if such a reform as the one 
sngf^ested above is to he successful, it should be on an All- 
Indj<a basis. “The types of our agricultural resources and 
their inter-]>rovincial distribution make India an economic 
unit and demand an All-India plan with regional alloca- 
tion of different varieties of crops.'* 

The urgency for agrarian reform needs no reiteration. 
“Hungry millions" people the country. Death due to 
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RtarvAtion has bccoitio nn onliDarv Di‘ lhi‘ 1 1 ilu* 

present generation is to be fretnl. aiul the tutu re general Inns 
safe-guarcled against starvation, oiir immediate task will 
1)0 to turn to land and bring alumt a revolulion in agi i 
culture, resolutely, that won Id ojjod up a nesv page iu 
Indian Agricultural liislory . — The Eastern Etouomisl . 

Foreifjn Tmde : — Indian foixngii trade in tlie post -war 
years will take a new sha)>c altogether and we rannot be 
certain of re.^uming all the trade eon nec* lions we had lie fore 
the war. Economically broken down Europe may not be 
a good customer. Besides, India may attain a state of 
industrial development in whicli the imiiorts of manu- 
factured articles from other c*oniitrios mav not lx* welcome. 
So to make n)) for the lost markets in KurnjH*. India 
should discover new markets in other 0 (mn tries esiiecially 
the United States. Australia and China, 

With a little more foresight India mav attempt to lap 
the United States (on.-aimer market the richest in tlie 
world, in aggregate and |)er capita. Mr. H. R. Malik, 
the Trade Commissioner, in a iv|K)rt has said that, ‘‘there 
are vast opportunities for Indian consumer goods. In (he 
United States, the Departmental Stores, the Mail-order 
houses and Five and Ten Cent Stores monoixdisc the bulk 
of the trade. Hence the factors such as price, i>roui])t 
delivery and adherence to contracts and standardisation of 
products count.'’ The Trade (Commissioner ol>sorves that 
India can build an important tratlc witli U S. A. in many 
beautiful hand-made articles both in metals and wood and 
in textiles for which India has an excellent tvi)utAtion. 
According to him the caption ‘Made in India’ has a definite 
sale value in U.S.A. Indian car|>et wools have a very 
good market in U.S.A. India fucKhitrs a goo»l amount of 
carpet wool as well as considerable quantity of finer wool, 
the supply of which can be augmented by selective metliods 
of breeding and grading- Indian export of wool was 
valued at Rs. 280.1 lakhs in 1930-37. Rs. 204.0 lakhs in 
1937-38 and Rs. 298.7 lakhs in 1938-39. If the Indian 
exporter adjusts his trade pra<‘ticcs to the ie<iuireinents 
and tastes of the American im|)orter and manufacturer 
especially in regard to the quality. Indian cxiiovts to 
America can be considerably increased. 

Direct personal contacts between Indian businessmen 
and American buyers and suitable publicity and pro))a- 
ganda for Indian materials will win the American markets 
P.6 
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for a "Ood many Indian products. If Indian businessmen 
could start a responsible organisation for developing the 
trade and for organising production, the desired object will 

Ik‘ achieved- *•*•*« 

"China also presents great economic opportunities to 

India and other Pacific Countries- In the post-war years, 
( ‘liina will iirimarily want capital goods and raw materials. 
Til or<lcr to re-establish heavy industries, she will require 
machinery, tools, vast quantities of steel and other metals. 
To supply those machines, she will need vast quantities of 
raw materials that she does not produce herself from wool 
to the ingredients of plastics, from modern minerals to 

require food-stuffs especial- 
ly as her shaken up population are going to 
Value of an increasingly westernised diet. The largest 
nation in the world will have to lie almost wholly re- 

ch>thed holds gi-oat ei’onomic opportunities for 

the Indian industrialist and if the Indian industrialist 

irf>es ahead with industrialisation in right earnest he can 

benefit immensely by the opportunities he will find in the 
• • 

a ricli exi>nrt Irndo with Australia can also 
he hnilt lip in textiles, glassware and in commercial rropa 
Already India makes garments required by the Anz^ 
foivcs and cvp-.rts glassware an.l in th,- years to come tm« 
trade should t>e further developed. . 

In the iiost-war years Britain and ^y*", 

,.n<m''C(l in the re-building of Europe. I hina will free 

herself from Japanese interference and 
will get ample scope to reconstruct themselves ‘trough 
increased trade among themselves and by conpint develop- 
ment of other backward cnuntries. - , 

Tn connection with trade developments during the 
war with a view to controlling foreign purchasing power, 
imiiorts have teen regulated, only such imports that ai« 
necessary for increasing war efforts teing allowed. Such 
import control can be retained in i>eacetime also so as to 
permit only such imports as will ensure full employment to 
our own w^kmen. In the alternative a system of trade 
agreemenUs can be inaugurated by v^ich the of 

Products which will unfavourably affect full employment 
may be excluded or placed under special handicaps. Ke- 



I'Ri^lllKNTlAN AiniRliSS 


iii;i 

constructionists shoii III study tlto prnhlom rl<»soly ;iiui «lrlci 
mine the connnodities. the ini|)oi't of wliicli needs i<t In* 
controlled. 

Another problem for )>lannors is post-war shipping. 
During the war ships )»avc Iktii willulrawji from ore! i navy 
commercial services in order to meet the inuiiediaU* iv(|niie 
incuts of the war. After the war. if trade lias to Ik* rcvivc<l 
quickly, shipping services must Iv revived without delay. 
The Government should not Iv l)chiiul hand in giving some 
assistance if it is proved that Government’s lielp would 
expedite the course of revival. A inercaiilile marine is a 
valuable asset to international trade and India will lind it 
economical to possess a mercantile marl no of )icr own as 
she has an extensive iiitcr-tHvanic trade and a valuable 
coastal trade. The trade policy of the Government must 
bo such that after the war Indian sliippiiig will achieve 
scope for japid development. We nave been told tlial 
shipyards have been specially e(|iiip[>ed to build small naval 
vessels, and these yards can lx» imjirovcd for Imilding sliips 
for the Indian merchant navy in the post-war years. 

2’^c/intca/ Problems : — During tJic war Die Govorn- 
ment has acquiied valuable stores ami machinery f<»r tlie 
production of war materials. After the war I he |dant, 
inaebinery and stores can 1 >g dis[>used of so as to ]u*ovide 
great opportunity for India to start industries for siqqily 
of consumer goods. I*'or this [>urpose the imbistria lists 
should be appraised of tlic [»laiits and stores that may he 
available for purchase after the war. By this act, Govern 
ment can help industrialists to jdan in advance for the 
eflicicnt use of machinery now utilised for making other 
materials. Besides this, statistics alK>ut skilled labour 
should Ix’ maintained. In the next few years the avail- 
ability of skilled labour will, to .s<Mi)e cxlont. decide the 
nature of the industries that can l>e started. T]\o Govern- 
ment should publish a census of lechnicul lal)Our engaged 
in war work which is likely to be discharged on the cessa- 
tion of hostilities. 

This war has seen the rise of an Industrial Research 
Institute in which valuable work is l>eing tlone. After the 
war the Research Institute can be continued for llie Inmefit 
of j^ace-time industries. Such research work has genera Hy 
suffered in post-war schemess in the past; but this should 
not happen after this war, and research work should be 
adequately financed in order that it may fo.ster ull nation- 
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Innlding sdicinos, and aid further the technical advance- 
ment of |)ost-wnr industries. In all advanced industrial 
counlries (he money spent for leseavch is consideied a 
valuable investment. For instance, advanced productive 
units in (he United States have each a research depart- 
ment ami this enables them to achieve high perfection and 
cheiipness in the cost of production- Technical problems 
sliould receive great attention from post-war planners, 
since lochnical elliciency only can place the industries on a 
sound productive basis. 

<%/neurf/ :™Thc future of Indian economy also 
depends on the stability of our curi«iicy. The changes in 
tlu' value of the ru|)ce will in turn affect the financial posi- 
Uoii of ihc country. 

In the post-war jwriod, the rupee will l>e freed from 
tlio laii’den of into rest charges on the Sterling debts, I he 
future of the ru|)ec will no doubt be affected by Intcr- 
maional plans, 'rhe Governments of U.S.A. and United 
Kingdom have i)laccd their proposals regarding the future 
world money. The Government of India has republished 
llicKC proj>o.ials for eliciting iniblic opinion. These pro- 
posals arc all tentative and nolliing <lcfiMite is known, l)Ut if 
India has to take [airt in llieso disiiissions ami proposals 
sIjc must have the pt»wcr (o determine Inu own currency 
arrangements to her 1h.*sI interests. She sliould 1)6 left free 
U* join the Sterling block if she considers it necessary, 
She should be given power lo iletcrinine tlie extent of her 
trade relations with other cmintries in so far as such power 
is nciossary to avoi<l unfavourable foreign borrowing, to 
cliTniiiatc coiupctiiig imports and to establish basic 
imlustrics. 

SoMt: Feati ke of War Finance 

1’lic lvv<. pimninent features of War Finaiue arc the 
( I)aiige ill the status of Imlia fmin a debtor to a creditor 
rijiiirm }ind the greatly increasing volume of currency 
plunging the country info a sU\ie of inflation. Those 
< hnieH*s^are not inflp|)endent but are closely related to each 
<»theJ\ 'Phe trememlous increaw in the volume of currency 
is made possible by the rapid inciease of sterling balances 
ahroarl, while the nu reasc in currency itself is necessitated 
bv 1 1 is Majesty's Government and other Allied Govern- 
ments’ (mrehases in India, 
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Catfso oj SfnliiHj : Siiiro iUy mil 

break of War iherc bus lieen a slrieC ooiilml ot 
whereas exiunts wei'c lU'l similarly ei‘ii(n)jk'<l. I lie 
imposition of exeliange emitrol. the laek **{ shipjiicig >pme. 
iho shrinkage in the innnlHT of fiuvigii markets am) iIk- 
iiicjeasing clomauds from llie sterling aix‘a dominuled b> 
Great Britain, have eoiUrihiitetl to a very favcairaMe 
balance of trade with the l*niteil Kiiigilom. India is also 
being credited with her share of war cxi>cndituie; His 
Majesty's Government’s purchases in Iiuliu arc paid to ns 
in Sterling. For piirchas<.*s made by the I’nilml Stales of 
America also we receive a sterling crcilit thmugh l.mid<»i). 

Kffecf.s iu //n//'/:— The increasing sterling Imlaiucs 
have two uinlesirahle a8|>cH*ls. In so far as tlie aceiimula- 
tiou of sterling is due to greater exi»orls it repiosents a 
sue ri lice of the Iinlian nation for the euus<‘ of the Allies. 
It is [>erhai)s a sacrifice without even ) providing for 
minimum civilian consumption. Besides creating a scarcity 
of consumers goods inside the count rv it helps l<i steepen 
the rising prices when the balances are iistnl lor providing 
nil ICO finance. For, under the present system of ru[)eo 
finance, the Government of India (through the wserve 
liank) have undertaken to provide the currency against a 
sterling credit in London. It might be mentioned here 
that in the lieginning stages of the w'ar. llic utilisation ol 
sterling balances for repatriating sterling debt had a 
deflationary effec't, hut this is no longer visible as the 
reiiatriating process has now practically stopped. 

Vtiliisatio7i The main problem is how to utilise th^f 
sterling balances during and after the war. It should 
realised that the entire balances could not be used dunng 
the period of the war for obvious i-easoiis- ho the 
of providing against any deprec'iation of sterling in intuie 

becomes important. , 

Use during the HV/y It is hardly .u-<i-ssary hoio to 
dilate on the schemes of repatriation of slcr ing debt 
funding of Railway annuities etc., which h.iye .‘" 'en 'i 
big slice of our sterling balances. The lu^ 

of quasi-GovernmentlxSlies like Port Trust. ^ 

concerns, and Municipalities, Imwovcr. J .'"V*! 

lepatriated. This is to be strongly recomineiide, to he 

Government who seem to be thinking of 2 

fritter away huge sums of accumulated stei ling without 
much immediate benefit to India. With the fall of Italy 
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and tho Allies’ entry into that country, the Mediterranean 
has heeome cleared of the enemy. It will \)c easier now to 
import capital goods in the form of machinery etc., which 
would ultimately help to save shipping space. The import 
of useful machinery for production of essential goods for 
civil and military consumption will go a long way to avert 
(lie tendency of rising prices. In shoit, our aim with 
regard to the utilisation of the sterling balances during 
tlie war should be not only to withdraw purchasing power 
from the people but also to increase production of goods 
for both civil and military consumption. 

O'fiaranti'e nff/unst Depreciation : — More important is 
the utilisation of thew balances after the war. But before 
(liat, should not Britain guarantee comjiensation should 
sterling depreciate? There is no knowing what the status 
of sterling will l)c after the war. It may nut fall much 
I)Ut there will l)e a fall. Bi'itain has already given such a 
guarantee to Argentina. Why should not Oie (zovern- 
ment of In<Ua take up this question with His Majesty’s 
Government? 

I's'e after IIV// : — The future of mir sterling l>alaiKC» 
will 1)0 closely linked up with (he inU'rnational discussions 
and decisions arrived at on (he Monetary Plans juihlished 
by the Allied (governments. 'Plie proposals are all tentative. 
Two important p«)ints should, however, he Inu-ne in mind. 
Sterling balances have lH*en aecunuUaU‘d by national 
sacj'ihcc; their utilisation at i^rcsont as currency reserve is 
causing national misery; the Im lances should be used to 
serve national interest. This could he acliicved only if the 
Govcrmnenl takes inteiost in it.^ utilisation. 'I'he acquire- 
iMOiit of foreign exdiangc for trade purposes after the war 
sliould not l»e treated as merely a problem of foreign 
exchange. 

1 ‘iie (jovormnenl must endeavour to earmark a pojiion 
of the Sterling balances for the deveIo()incnt and starting 
of hydro-electric schemes and thermal stations. This is 
vieal in order to provide cheap power for promoting the 
imlustrialisation of our country. 

Railways arc one of the im|>ortant Stato concerns in 
Trnlia. During this war, (he wear and tear caused hy 
('onllmious <leiiianrl on (he Railways has caused a serious 
deterioration. It is necessary that immediate steps should 
Ixi taken after the war to recondition the Railways in 
India. 
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Further, it is necessary that well <leveli>|>eil i ail way 
\vorkshoj)S should l>e estahlislicil in India. !'“r these ()ie 
Govern lueut should set uji a larj^e slice ol Sterliu*^ ha la nee 
accumulated, 

Seeoiuily* Govern uieiU slicnild as far as pnssihle avmd 
^dvinji; Sterling exchange for |uirchases ol gold hy 
Midividuals. 

After i)roviding for the nhove. Government slioidii 
diserimiualelv utilise the l»alnmv of Sterling aecimiuhuion 
for the devefoiunent of thos^* imluslries, which woul<l he 
renlly of great national import aiuv. For this iniiposi* the 
Government sliould sot uj* a ctuincil of industrialists. I he 
council shouhl l)c mainly composed of cininejil cconcunists, 
praniinent industrialists, leading hankers atul a few 
experieneed <iffioials. TIk* majority decision of the council 
should he final. It will 1 h‘ the task of the conned to 
examine I'equesls for foreign exchange for trade intrpt»se-« 
and recommend such requests as |>roniote national welfare 
to the Government for sanction. This system will no donlit 
mean the continuance of the Fx change control machinery 
for sometime after the war, with nil its import and exj>ort 
restrictions. The council with llie helji t>f the Kxehanjte 
control machinery will be able to check inicrnal competi- 
tion and ovei protlutlicm of certain goods. It will also ho 
useful to prevent dumping of goods from mitside. 

A start in this connection may l•^e made even now. I he 
Industries and Civil Supplies Department should set u)) 
the council of industrialists. The immediate task of the 
council will be U> explore what tvjie of mduRlnes shou d ho 
started during and afUr the war. Indust nahsts will not 
ho wanting in numbers who will lx* willing tn float suen 
concerns as are recommended by the council. Peo)ile 
will eagerly subscril>e to such concerns. The , , 

capital issues performs only a partial function, ms n ( 
does not extend to the expression of opinion f<^ 
new industries. True, the composition of 
designed to deal with this type of work [he co mnh 
therefore, when set up. will attend now to firuhrig 
industries that can be started easily and to the 
the country. After the war. it will not only 
side of its activity but also will help the Government in the 

matter of foreign exchange. ^ 

The council will thus fill up a serious gap in the present 
official organisation. It will be a machinery vita 
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^rrowih of Indian Industries on right lines and will safe- 
guard national interests. The Government should lose no 
time in setting up such a machinery. Its formation now 
will also help the war effort » inasmuch as it will be the 
<'}uef organisation for starting the new production drive 
which is so vital to bring down rising prices. 

This brings us to the question of inflation. 

Ivfntion : — We have now reached a stap^ when it is 
admitted by all concerned that th(‘re is inflation in the 
cfauitry. The effects of inflation have come to l)e seriously 
felt. The increase in prices is unlicnrahly high. Scarcity 
op consumable goods is the order of the day. Famine 
conditions prevail in important areas. Scarcely is the^ 
any difference between the urban and the rural areas. AJI 
alike suffer from dearth of foodstuffs. What is the reason 
for all this? Briefly put, it is due to much expansion of 
curi'ency over a limited or decreasing quantity of consum- 

able goods. ^ 

There is no time now to be apportioning rcsponsinility; 
nor need I dilate on the. causes which are very well known, 
ft must be realised at once chat not a moment should lx* 
lost in devising wavs to remove this disastrous economic 
condition. From the nature of the disease explained 
above, it would appear I hat the remedy lay in three lines : 

! . By t lying to stop further expansion of currency ; 

2. By absorbing as (piickly as possible all surplus 

purchasing [K)wer in the hands of the people; 
and 

3. By increasing the quantity of consumers goods. 

T shall not deal here with the measures that have 
alreadv been taken by Government on the lines mentioned 
aljovc. I shall only briefly sketch n few important points 
which have, however, not vet had the favour of the (govern- 
ment. But before that I should like to stress that there 
is one thing which we cannc^l stop, /.e,, further expansion 
of currency. For so long as India is committed to help the 
Allies, in their war efforU. expenditure by Allied Govern- 
inents cannot be stopped- And so further expansion of 
currency is inevitable. 

Government have already taken action to absorb 
surplus purchasing power. The latest innovations in this 
direction are the introduction of the National Savings 
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CVrtificatcs and GoverniMOiJt of India live -Year liiU*iv>l 
I'rec Prize Bonds. I shall not |X)int out the dolVcls in Uio 
Uovoi niuent*s Soliemes to mop up surplus inojie\ . Two 
important points should l>c l>ornc in mind whicii uu- 
foi'tunately have not weighed much with the Government 
'i’ho Indian mass values only such investments I lint alVcir<l 
rjuick conversion facilities into Ikiuid cash. This, pei ha[)s, 
explains the great faith in the pivcious metals. Any form 
of investment facility that docs not lejul itself fuv 
<*<)n vers ion into cash easily is bound to be a Ihg failure 
The national Savings C'ertificatcs have an element of non- 
oncashability . 

It is not so much the absorption of the surplus money 
in I lie liands of the big investor that will help to chock the 
rising jirices as the mopping up of suridus pun'liasing 
power in tlte hands of (lie small invest>‘r. that would other- 
wise function as active monev. Tlic rate of interest on 
small savings is not attractive. 1'he fear that a higher 
rate of interest on small savings will alter the general 
structure of the rate of interest is unfounded. Deposits in 
t'O-operative Credit S«xieties. Joinl-SuMk Hojiks, and 
PosUOffice Savings Banks should h? offered about t>% 
subject to the condition that no individual is jienniltcd to 
invest more than Ks. 5,00f). 

Sale of gold to the small Invesitir has also hceii 
iidvovalcd. The difficulties of (jovernmeru in carrying oni 
(hcs<i suggestions are, no doubt, many but they arc luU 
in8U))crable. There is. however, one dillieully in Mial the 
iJivestor will suffer a great loss when (he price of gold <)r 
silver falls, as it must, after the war. If it is the intention 
of the Government to safeguard (lie dndiau investor 
against this loss, a modified scheme of sale of precious 
metals should be introduced. It would l>c oxjiedicnt for 
the Government to sell gold at a reasonably low luacc in 
India. It should also undertake to purchase much blocks 
as are offered for resale after the war due to a fall in nnces. 
No doubt this type of transaction will involve some loss to 
Government, but it will be in the interest of the Indian 
nation and will help to relieve the present misery to some 
extont- 

Further taxation for withdrawing money must 1x2 done 
with caution. In the case of loans also it is my impression 
that if loans are floated for shorter terms they might prove 
more successful than at pi^esent. 

F.7 
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Restrictions may also be placed on payment of 
dividends. Pan of wages may also be held up if possible. 
Non -transferable cash cenificates payable after the war 
Ifcai'iiig an attractive rate of intereest may be issued instead. 

Tlie real remedy should come from the side of produc- 
tion of more goods. ‘Grow More’ and ‘Produce More 
should l)e the slogan of the day. I have already suggested 
ilie starling of a council of industrialists whose immediate 
task will l)e to explore the possibilities of starting new 
iiulnstries for increasing production of consumable goods. 
'PI 10 urgency for tackling the problem on these lines need 
Innxllv 1)0 sbvssiHl. The starting of the South-East Asia 
tVunniand with greater expenditure, shortly, will certainly 
in Hale nricos tremendously. This is also the proper tune 
for UR to cm >t lire and consolidate our markets, when our 
wf>rst enemy in the industrial sphere, Japan, is engaged 
ill product idii of goods for military consumption. 1 strong- 
Iv therefore, plead for urgent action on these nnes. 

Thv I rohlfm of T tan sport The impoitanco nf an 

cdicioiit trans[>urt svsteMi has Mover Uvn more poignantly 
list rated ihair a4 pruTiit. The greatest hllip to 
Rniiway develop men t in India was the recairrence ot 
famines. Hut in spite of cmisiderable expansion of the 
Hail wavs, the tael remains that, in proi>ortion to the 
extent tliec<aiTUiy ninl its f)f'pulat ion, Indian Railway 
. iiiilragc isllu* l<uvrst among tlh' iin|>ortant <ouiitricR. Add- 
ed to it. till’ Railway sy stein of India is too abjectly 
rleraunhaU mi hu rign snpplii'S for iU locnniotiyes and most 
Kiigine<‘r d.nes. The result lias h<vn the failure of the 
Railways (r» elhilentlv rnuforin ess<‘ntial services at this 
^ital lioiir. Ileiiiv the present regime of priontjes and 
rest?iitir>ris. It is true that the exigencies of the war 
must hav<* prior attention. Hut the essential re(|Uironients 
f J the home- front cannot la* so sadly neglected. 

This emphasi/es the need for a co-ordinated transiiort 
policy, In the futiiiT. we will have to reckon with not 
only ‘increased nK)tor transport hut also air-transport as 
a competition. In a country like India with long dis- 
tances, air-transport will capture a considerable part of 
long-distance upper-class traffic. Nevertheless, the Rail- 
ways will have an enormous volume of traffic open to them. 
There should be further opening up of trunk linos. T-ong- 
distance traffic is the legitimate sphere of Ralwavs. With- 
in this sphere, there should be better co-ordination among 
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Railways. At present. lUeiv are many aJiouialiis in Hie 
rates-syMonr . There are eumhrous iiiist ieutilu* s« lii’ilules 
For the cakulation of teleseopie rates (kvivasiii^^ wllli 
di St a nee, the mileage is taken s<*paraU*ly on emli Ihiilwas 
and not on the total distance. The many special rates 
quoted in the period precedij»g this war weiv iml based 
on any seiontific principle, hut were mere expeilient^ Un- 
capturing tratUe. An alldndia rate |xiliey si ion h I In* tor- 
mulateil on the postulate that the Railways e>;isi lo serve 
industry and conuneix'e. 

in India, joad trnns|)ort can never cease to he the 
primary link l>clween the villages and the rest of llie world. 
There should W a hold policy of i-r)ad iloyelopmeiu willi n 
view to providing thoi'ongh fmler services to Hie Rail- 
ways. Nh)W that the Railways are iiiosily Slale-owmvl and 
Stale-eontrolled. there is no «langc*r of Hn^ir e\ j))rii( lop 
their monoj>olistie privilege. 

In view of llie cheapness waler tianspoi l , iiilei tial 
canal and river transjxnl slnaild also rereive ihie aUi'tition. 

The impoi'tance <if a mercantile marine is reioguiscd 
all over the world and the shipping industry has been re- 
oeiving special State encouragement in many count nes. 
India’s naval tradition, the magniftcent servites of her 
seajnen in the present war ami her own natural a<l vantages, 
demand great encouragement for I he building ii|> ol n 
merchant fleet. The reservation of coastal navigation to 
the nationals will Iw stimulus. 

I^rohUmff of International Co-O}>eratton : — Any mon- 
struetion plan, however much it may promcjte national 
self-sufficiency in its essentials, defjends for its’ stieeess 
mainly on th'e world’s economic situation. International 
price levels and international Demand 1‘egulate currency 
recovery. In the Atlantic Charter, signed on February 
23 , 1041 , the reconstruction of the world is to be achieved 
by the expansion of ‘production, employment and tlie e\- 
cnangc and consumption of goods’ and it has dreamed o 
* a pp ropr i ate i n te r n a t ion al and d orn (‘st h : m e a • e^ 
Though India is excluded from the appliealmn of il» 
Atlantic Charter, the Indian problem might l)e thought 
as a domestic problem and many arrangements mn> Ik 
made which will perhaps go against the real interest ot 

*In the reconstructed economy of the worlfl a nation 
should not think of exporting more than she imports. 
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People in dire want of necessaries are denied the where- 
withal to buy them and due to their lower purchasing 
[xiwer theiv is an appai*ent super abundance of necessaries, 
lleiu'c factors of production are diverted to the mating of 
luxuries. Productiem can be in full swing, but in distribu- 
lion of proilucc there are great loopholes; the consumers 
have not enough money to buy the potential output. II 
prcxluction is to be carried, on mass-production basis, there 
slunild lie mass consumption. 

In llic p(»st-war world there must be international co- 
i>pernti(m to abolish the states ‘economic belligerency ' 
One nation should not think of keeping another nation as 
a nmrkct or go alxnit hunting for markets by adopting ever 
so nianv tricks of international trade. 

As the Report of the I^ndon Chaml>er of Commerce 
bus said “the Ectmomie fear should go.'* An over-riding 
i‘actj>r in considering any scheme of post-war reconstruc- 
tion sliould he the elimination of economic fear among Die 
nations Economic relations should be a Ixmd of iiinon and 
jKit a source of fear. AfWr this war capital should not 
fie scrapped, output of new potentials limited or destjoyetl 
and mil lions of men prevented from pmdiieing, but in 
future effective tlcmainl should be e<|uated with the supply 
(Ucf. Post-War Economy. Juno 18tli. 11)42. page 

The problems, the sohilion of which will promote in- 
ti'iiiatioiial co-operation, arc as follows: — 

1, The victoi* nation should not consider that a 
varupiisbcd nation should l>e in a |>ositioE of economic 
servitlule. One nation should not work for a favourable 
lialaiue of paviiieiils but in turn work for normal balaiU'O 
of payments hase<l on the principle of qxtul pro quo. 

2 The international pui-chasing power should )h* so 
distrilniterl as to enable the nations to cvmsume the whole 
(d their own pj'oduelion. 

When one country has industrial iscvl beisidf diu'- 
ing the war, it mu.st not lx? coerced by international tra<le 
jiolicics to revert to her former pi^sition. 

4 Nations whatever ideologies they follow in what- 
ever wav they organise society they must Ih’ given equal 
status in international trade pasition and no thieat should 
1.0 given for their continued existence. 
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5. Tlietv sluHilcl Ih‘ no hiiulrninv to ilu‘ iiic^Vi'iiirtii nl’ 
population from over-populaloii ivgioiis lo un^li'i -|K»puhil 
od regions. In the jH>si-\var jKMiocl import uiid 
transactions should not take plaiv unonilnillcHl l»y tlu* tinv- 
ernment. The tJoverniuent shcm)<l ttuUml (lie Irauslcr* 
enee of e red it fi^om one am n try to a not lie r. HlntUeil eie<lii 
accounts should lie started and shtmld Ik* used lor llu* ]‘av 
inent of shipping, insurance, inlei‘ests on loans, diviileii<ls. 
etc. Appropriate maelnnerv should U* estahlished lo in 
vesligate the trends of world price level, prod net icm and 
trade and it should help lo forestall slumps. 

Public He.ai.th Reconstruction 

The need for a <.‘omprehensive Public Health )>1 a lining 
was not adequately realist*! I until recently. Public llealtli, 
instead of Ix'ing made oue of the major planks <>l any pro* 
giamme of XiUioiial Reermstruelion, lias l>eeii re!egate<l 
to the status of a |X)stseript. In his farewell message U» 
the Central Advisory BoanI of Health. ]x>n{ l.inlilhgow 
pointed out the urgent necessity for “the solution of the 
vital problem of public health, on which so largely depends 
the happiness and well-being of India and of nor ))e<>ple. 
MiU'h nas been talked and written alxmL the magnilicent 
natural resourt'es as well as the gigantic man -power ot 
India, But the ominous fact, that this man-i)(>wer js 
being eaten away by the canker of dis(*ase and death, is 
overlooked, if not completely ignored. No nation that 
styles itself civilised can afford to witness inicoiicernedly 
tlie havoc played by diseases on her people. It is against 
all the avowed canons of reason, humanity and material 
well-being. 

Nature of the Problem The oDlossal waste of human 
life, occurring in India every year, is set forth in all its 
tragic import in the annual report of the Public Health 
Commissioner with the Government of India. Even he 
who runs can see the writings on its pa|^*s — that among 
the countries of the civilised world, India wcupics the 
unenviable position “of being one of the world s reservoirs 
of infection for small -pox, yellow fever, typhus, malana 
and dysentery and main i-eservoir of infection lor plague 

and cholera,” . . 

The magnitude of the tragedy can be s<*en fi-om a tew 
facts and figui^es taken from the latest annual report avail- 
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Jiulged hy any standard, the health of India has 
descended to a deplorable level. The annual death roll 
reach ing the staggering figure of over (5 5 millions, with the 
death rate ranging more than twic-e as mueh as in England, 
SwiHlen or New Zealand. With the infantile mortality 
of 107 per million, with more than 200,000 women dying 
every year in childbirth, with over a million being swept 
away ))y malaria and another half a million by tuberculosis, 
with i’holera, plague and small -pox taking a heavy toll ot 
human life and the average exjx-ctation of life dwindling 
to 27 years, betrays the devastating effects of death on 
human life in India. It is a record Iwth humiliating and 
(h'pressing. No nation can lx prosjxrous aiul haj)py under 
these ciicu instances, whatever the technical or industrial 
advancement might l>e. India can lx called a country of 

diseases and death. . . 

Puhlic Ilealth RHconstnicdon Iw such a situation. 
Health Itoconstrmlitm should take prece<lcnro over any 
other kind of rexon struct ion. Strictly speaking it is nnt 
a (luestioii of rec-oii struct Ion, but one of constructing anew. 
The i>rol)lem of health should not lx viewed from immediate 
Jesuits; a long view should lx taken. Further as the Royal 
C'ommission on Indian Lalxiur sums up, “the probloms 
associated with health are always difTicult , they are much 
mure so in a country wheix iKilh climate and the 
pr>vcrly and ignoraiuxof the people ('ontribute to recurring 
mitlueaks of tropical and other epidemic diseases” (P . 2*^). 
The woi k of redaiming the people to health would be long 
and arduous, and require [xrseve ranee, patience and even 
missionary real. The fruits of such work cannot ho 
gariK'ivd immediately; we will have to wait for decades 
anrl perhaps for a generation. On nccountof this time-mg, 
the problem bocc^mes a matter of immediate urgency. Ine 
time for ina<’tinn and delay is past. All the resouires of 
the Health Department, Central, Provincial and I.otal, 
should he strengthened, ixinforced and galvanized for 
wider service and action. Other departments of state 
should he c*o-ordinated with it. It is no lonpr possible 
to make any advanc'Cment in a single sector of human life; 
all the sectors are interdependent and their influences 
ramify over one another. Hence any plan for the recon- 
struction of health should take within its purview the 
allied problems of food, nutrition, poverty, ignorance, in- 
dustrial conditions, social customs, religious practices, 
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cmulitions. iHliu-ndon. Vi^gionnl clislrilnUinu ol 
aisease^s. the sicklier inciaenee rate. iiik‘MI|>Ua jiieiii . ^uk 
ness ana ohl nge insura nee atu» factory ajui s.h ml 
tion. To quote again from the X'ueivgal nu‘>sage lira mi 
administration if it is to achieve any sidisiaiiiial !v^uUs. 
demands a cons i do red pi-ogramine ami any aU«;m|n OYii'al 
piocoincal with the many and \arieil pn>l>leiiis im<.Kcd can 
luit lead to a iUssipation of cITurt and of Iniaiu iai 

resources.’' . , i. 

I'lie Bfiore Comwiff'e JOeonl apivnntmoiit (tith 

Aug 1943) of the Central Hoaltli Survey and Deveaiij- 
ment C'ommittec under the ihairmansliip sn* .hwe])ti 
J^horc is a step in the right tli reel ion 1 liai tiu' / lian man 
has full and deep approeiatioiJ of the prol^lem is ^'vnhnd 
from his recent hromlcast sweeh. IK* dei iare<l ; t in 
health of the nation is the fouiulation <»n which the ciilue 
supcratruclurc of all its dcvelopinent ainl ]no‘jress. s(’cial, 
inloileetunl, moral ami material, <le)>einls and mans tm 
rwonstruction in other spheres now l>eiug <'cownkuv<i will 
he infnictuous nr yield an allennatcd harvest of resit Its 
tinless the reconstnetion is haseil on the foundations ot a 

stronc. healthy and virile people.'' 

Poorl All the five “ginnls" ns Sir ^\ illinni IVvcnrlKi 

< iills want, disease, iftnornnee. squalor ami i<llrni'»». ' 
enemies of society which niicht to he ((•n<iuen-cl, h'''‘“ 
fcniKht 1.V a .nnipiehensivc Health ructi.in 1 n r 

Every man, woman and chihl »>oin in 'his laud slmn d he 
assured food and proper mitrilion sulhrieiu to p'" ' • 

free and fall growth of their physical, . 

powers. The Ilon'hle Sir .Togeiidra Sinph, the Mem 
for Education, Health and I.ands, in Ins . 

the Central Advisory Raard of Health, stresses ; 

“Food, good nourishing food, is essential for ‘ 
health programme can siiccml which fails to 1’"’^ ■' 

nourishing food for all the people. He a. • . 

that “before the year 1944 ends, he 

a programme of .agrieultural development which will .iiin 

atTrSng nou.ihing food for nil. - 

health and housing aiming at equipping o ^ 

with knowledge ” In this connection, it is necessary 

remind ourselvw of Dr. Aykroyd’s estimate 

of Rs. 5 to Rs. 6 per capita per month is nwded to P 

an adult with minimum .lailv 

of the present scarcity of foodstuffs and the avei. g y 
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per (•a)>ita iiu'ome of 2^ annas in India, the task of fulfill- 
ing Sir Jogondra's promise is indeed heroic. Thus the 
of want, one of the aims of the Beveridge plan, 
ina v flounder in India on the rocks of poverty and lack of 
self-suflieieney with regard to food. 

Sutrition : — Enough food should not be the eriterion, 
lull niiiirishing food. Col. MacCarrison says ‘'Nutrition 
is the most. |>ressing of all present-day problems in India. 
The greatest single factor in the promotion of good health 
is gfiofl f(X)d, and that we eat not only to live hut to live 
well. It must l>e realised that normal nutrition and health 
(;iimot lie maintained on many of the diets now used by 
niillimis of the Indian pt'opic. Their welfare demnjtds the 
provisif>n of food which will satisify the physiological needs 
of the fiody.” The Interim repovt of the Mixed \ 

of (ho League of Nations on the piobleni of nutrition 
iv('oiumen<l8 : “Take all i>ossihle steps to make food supplies 
^nd especially protective foods as far as possible availal)le 
at prices witliin the roach all clash's of the lomiuunity, 
while at the same time safeguarding the iiiteresU of the 
f)iodu('ers.‘' The resistance' to disease's of the Indian 
masses is at a verv tow ehl). “Mnl nutrition and nutri- 
tional diseases are omniffrrspnf/' savs Dr. d. B. Crnnt, 
Dircetnr. AIMmlia In.'^tltatc of Hygiene and Public 
lira Ith . N''Urlshing food is the ^ine f/tut von to build it up. 
Here again eroj)s up the factor of Indian povcrly. 

Kthtrafton Hcalthv life refiuii-es ability to dis- 
Ihiguish good from bad. a mind reeTptive to new ideas on 
livgic'iu* and prf»pbylae(ie inethocl.s. freedom from ties of 
(iiihc'althv so-called religious Injiinetions and a resilienc-e (» 
adjust and adapt 0* new and changing conditions of life. 
It/ short, health means freedom from igimraiKH’, frcmi 
nhs( iiranlist social customs and from blind religious 
firmtices. All those can come only through a proper sys- 
r)f educatiem. Health and e<lii<'ation are closely inter- 
related. 

Tlic health of the human lieing fi-om liirth to death 
shoiiUI be the concern of the Government.^ A trained mid- 
wife' for every village, a df>ctor for everv School and Town, 
n mni>ilp flispens.'trv for every group of villnpcs. hospital 
with sufficient number of beds for in-patieiits in every taluq 
headuiiarters. free and liberal medical relief should lie the 
^iiiiliiu' motto of the state. The BeveridRe plan aims 
Tiie-her"still : “comprehensive health service will assure 
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that for every eiti/eii (here is nvnilalile wliale\er ine^liesil 
tieatmelit he requires, in wluUever form he reijuires. 
doinieiliary, instilutional, general, s|>Geialist or eoiisuUant, 
and will ensure the provision (»f dental, opthalndi* and 
siirgieal appliaiiees. nursing, midwifery and rehalulita 
tioii after aeei<lents. ’* More remarkable still of I Ids phnn 
is to prf)vide all llies<» faeililies lo all if they insure lliem- 
selve.s and pay at (he rate of I0<L a week for adults and 
8d, for women. It is interesting in this lonnection to 
know some point.s of Mr. Sargent’s Seheme : the provision 
of Jidd-day meals in seh(M»ls for all children as a step tiv 
wards cf>mf>nting malnutrition, physical training to all, 
and 7,500 iledieal ollk-ers and 15.000 nurses to run an 
ellicient Medical SiTvitv. Mr, Sargent is of opinion that 
cost should not matter. We may say that this sliouhl 1 k‘ 
our ideal lo lx* ivalisixl within a staled time, 

Mefh'f'ffi : — Medical help and relief falls into 

two cla SSI'S -curative and preventive. The latter sliould 
I'eeeive gjoater attention than now. (*onsi<lerable work 
the latter type has Ix'en <l(jne in the case of epidemics such 
as cholera, plague and fell diseases like malaria. But 
there is a vast scof)e for more intensive work in this <lirc(*- 
tion. For example, The F<ki<1 Adulteration Act is cap- 
able of wider application. The organisation of a popular 
system of idght soil conservancy for the rui*al population 
is an ur^nt necessity. A greater co-ordination lx*twcen 
the Medical and Sanitation Departments is essential for 
better results. To produce the best results even agricul- 
tuial. veterinary, ('o-oi)erative and irrigation departments 
should co-operate with the former pair. The c'om piemen t- 
ariness of the various departments of the state should be 
better realised and its signihcance more firmly grasped. 

Epidemic fi : — With regard to the periodical out breaks 
of epidemics, it is to l)c hojied that the Bhore Cfimmitlee 
will make a thorough study of their regional distribution, 
their causes espev'ially religious festivals like Kumbha 
Mela at Ilaridwar and Allahaba<l- It should be the goal 
of any health pix)gramme to stamp out all the epidemics, 
and the cui'se of veneieal diseases. Thanks to the noble 
efforts of the Mai'chioness of Linlithgow, much is being 
done to alleviate the horrors of the insidious and dangerous 
wasting disea.se of tuberculosis. Although chain table and 
public organisations are devoted to the prevention of 
leprosy, more strenuous efforts are required to prohibit the 
F. 8 
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ivgiilar influx of lepers into Cities. The leper seems to be 
the prince among beggars and he gathers round him satel- 
lites who are Ix^uncl to be infected sooner or later with the 
cursed disease. All cases of lepmsy other than fully de- 
veloped being eNtremelv infections, adequate measures 
slmuld l)e taken even at the outset in any iu*ograinine of 
Health Keconst ruction. 

Iftr/H'^frfafisafiort I’ rhanisation. a hv-i>roduct ot 

industrialisation, has hmught in its wake a niiniher of 
aggT’avat ing causes of diseases. The incidence of tuber- 
clilosis ill nrlian areas is four times as heavy ns in rural 
areas. The ('hief Medical Offic-or. Delhi Province, lays 
stress on the overcrowding, congestion and insanitaiy home 
conditions mid states that without slum elearnnet* “ all 
others fall into insignificarn'c. if not complete uselessnc.ss 
(l>age : Remirt of the Pub. Health (’oinmissioner with 
1 lie ( jovernment of India). The diawls. the cherts mul 
the laistis arc the nurseries of dremlful diseases and tneir 
ili‘slruction and bniliHng anew of clean, lioalthv working 
class rlwellings must Ix' made the first eomvrii a lli^alth 
Reconstruction (‘oinmiltee. . ^ 

Sfrlrnfss Inchhttcf : — A sickman is an inemcioiit 
workc'r and turns out less work. It is a c<dossnl national 
loss to have tcH> many sick pc'ople. The sickness rate in 
England, entailing incapaeily for work is 2% and in the 
absence <‘f reliable statistics, even if we take the rate in 
India ns 4%, the nunilK'r of pecqile const anil v .sick would 
he soiiiewliere tu'ar U millicms. If this is mainly through 
lack of jueilical pr<Uc*ction as il is conleiidcd, it is still 
worse siiii’i* il is avoidable .sic-kness. 

Col, Sc'iiiion in his Health bulletin No. 20 says: 
“Malaria gives rise to the greatest economic prohlem with 
wliicli I lull a is faced. The financial Iosjh's to the indivi- 
filial aiul the family alone have lx‘on cnkailntcfl at no less 
llian Rs. 11,000 lakhs atimiallv or alxnit C80 million per 
annum. * The tf>tal numlx^rof registered flnc'tors in iTulia 
is ahoiif 42.000; the area served by a hospital or rlispen- 
sarv varies from 24 .«q. miles in Delhi, to 1,327 sq. miles 
in Baluchistan and the average popiilalioii servefl, vanes 
from 11,305 to 81 .087 in XI-P- (A.(\ TTil : Smue Aspects 
of I’liblic Health in India, (’nhntfo Journal) 

The per capita expenditure on mo<lieaI relief varies from 
one anna in tl.P. to RvS. 1-2-5 in Delhi whereas Great 
Britain spends Its. 15 (1031) and U.S.A. spends Rs. 30 
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(193:^) per capita or Meilical aiul iniblic licalth pioUn- 
tioR. The general average per capita e\pemlitnre in 
India is only 3^ annas. India .spends 3 4% 

Great 13 ri tain *i27% <if the revenues (»n Me«lna 
tion. IJonce as Dr. A, I'kil reniaiks, ‘tin 
India is nu more benehted by modern siieiue than ins 
forefathers l)efore the advent <d’ the Hritish rnU*.' The 
state should not shrink 1 * 1*0111 any a me aim of e\[>eiiditiiie 
in this held. As the Whitley Commission iiertineiilly 
remarks, “ex|H*nditRre on pul»Iie health, k^sides yielding 
an immense return in human happiness, is Uniml t(» pn^- 
Uuce great economic advantages. There arc few d 
tions offering such great oppori unities for profit alile 
vestment on the part of the state.” (P. •243.) 

Socud insuHiiict -. — Sickness cannot l»e prevcme< 
statute. It would i\M|uire assitluous tare, i udefa ti^ 
energy and untiring zeal on the part of un elnlMn ate me 
cal and sanitary organisation. But suffering due to sick- 
ness can ho alleviated to a (‘onsiderahic extent by sickness, 
unemployment and net'ident insuraiux*. The iNallomil 
Health Insurance Scheme in Great Britain provides (av 
medical assistance and other lienelits in casli or kimi lo 
over 15 million pcof)le Ixdween 10 ami 70 years. 'Hie 
Health Keen n struct ion CommiUce should be reH()oii.sible 
for the promotion of such insuraniv schemes both by ib^ 
State and private agencies. It can also eiHDurage L-ni- 
versities “to consider the health prohleins of jura I and 
urban populations and survey the wide variety of licalth 
plans which are operating thitiughoul tlie miUon us ihe 
recently establislied institute on Public Health Lc<iii<iniics 
of the University of Michigan does with the aid ol a 
grant from the Kcx'k feller Foundathm. H can u st» ar- 
range for the m>oling of all the efforts of all the depart- 
ments of the State — Rle<lical, Health, Sam tut ion. Agri- 
culture, Co-operation, Communications, 
dustries, Irrigation and the Fisheries. 


VeteiiDary In 
No department 


Its 

is 


should fail to kec-n the health of the nation as one of 
piimary objeetives; for, if health is lost, what else 

there lo be saved ? , 111 

The problem of Public Iloalth Is nuinv-snle.l and 

complex. It has lo l)e solved if the material piospenu 
and happiness, the end and aim of all human activities, 
should be maxinii.sed. The pi-osiamme las two aspei-ls. 
preventive and i)Ositive : prevention of diseases is not tlie 
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final aim but positive improvement of general health — 
the attainment of robust good health. It is, under the 
present circumstances in India, a herculean task requiring 
arijues of workers fighting ill-health, disease, destitu- 
tion, epidemics, igiorance, hunger and malnutrition on 
various fronts. The problem of keeping the Indian 
nation in good health means making one-nfth of the 
human race healthy, further emptying and cleaning out 
the “reservoir'* of great scourges, and finally it may 
mean making a large part of the globe healthier. In a 
task of such magnitude we should derive c-ourage from 
the inspiring words of Sir Jogendra Singh, “we can look 
forward with confidence to the day when we may ^ able 
to replace the National War Front by a National Health 
Front, and when the immense resources of men and 
materials and the untiring energy and Ial)oiir which have 
had to \ye devoted to the pi-esont struggle, cnii be turned 
to the task of the betterment of mankind." 


Wartime Economic Contiujls 

A Requiem for Laissez~/mre : --Vouii'oh may bo de- 
fined as State interference with fm* market economy — 
“ a system of laissez-faire in which cverylwdy do<»8 what 
he likes with himself and his j>oss<*ssion8,“* The State 
does not interfere, under such n system, with man and his 
disposal of scarce means lK*vond what the administration 
of justice, defence anrl the maintenance of cTftain public 
works and institutions. (Vnnplete laiss<*/.-faire )>rcK>ks no 
activity whatever on the fiart of the Slate. This not ion 
of laissez-faire is a diehard fallacy tliat has ndventitunis- 
ly crept into the I'orpus of e<onomie doctrines. “The 
iwpularity of the doctrine must Ik* laid at the door of the 
’I>nlitical 'philosophers of the day, whom it ha[)pened to 
suit rather than the political ecomimics."* Even for 
Adam Smith, non-intervention “was a general principle 
and not a rule. He was no doctrinaire, and he never forgot 
that to every rule there are some exceptions."^ The 
popularisers of this doctrine waxed eloquent over the 
invisible hand evolving social benefit out of private selfish- 

' B^^nham, Fconomics, p- 10. 

* J. M. Keynea, The End of Laissez-faire, p. 18. 

3 Oide and Eist, A History of Economic Doctrines, p. 96. 
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ness but “the phrase laissez-faire is not to be found in the 
books of Adam Smith, of Ricardo or Mai thus. Even the 
idea is not in a dogmatic form in any of these authrus.*'* 
In spite of its jKipularity, thanks to vulgarisers. no slate 
had lemained without actively interfering with the 
manufacturer, agriculturist and the trader as the mass of 
social legislation clearly proves. 

Interference thus initiated fi-oiw siH'ial and humani- 
tarian motives, has led in the presi*nt centuiy to state in- 
tervention of very signific.ant kiiul. It may 1h' of two 
kinds : 

1, Compatible with the free market e^-onomy, a ml 

2. Incompatible with it. 

Tariff on imports unemployment insuiance acts l)elong 
to the first category. They affect the working of ilu* 
market only indiiectly without inti-oilm ing any sii iiciin al 
change in the free market economy.'* The second cate* 
gory consists of im|)ort and export quotas, cicdit ration- 
ing, compulsory closing down of factories, prohibition of 
cultivation of certain ci-ops, fixation of inaxirmini prices, 
regulation of labour supply, industrial conscription, etc., 
where the free operation of supply and demaiui is tether- 
ed or throttled up altogether. Intervention of the first 
type has Iwwme innocuous even in the eyes of the popiilai’ 
laissez-faire doctrinaire. That of the second type, a la- 
mode in all Slates since the CJi'eat Depression of U)20 — 
has made Iaisse 2 -faii*e as dead as Queen Anne, 

Controls Galore The sec'ond type of intervention, 
that arrests or claps up (he “scissoi-s'- movement really 
deserves the name, “control.’* The exercise of such 
control is noticeable in recent times in all States and ni 
all types of economy. In times of pc'ace. cyclical fiucliia- 
tions of trade have necessi ta U»d intervention. A country, 
which has slid into the ti*ough of a slump, enacts certniu 
measures either to alleviate the disti-ess or to promote 
recovery which belong to control proper according to our 
definition. The economic philosophy of abundanc^ gives 
place to a philosophy of regulation and control, ine in- 


< J. M. Keynes. The End of Ltiissez^/ufrc, p. 20. ^ 

®For this and (be following dis* ussi..u ride ^ 

Economic Begulation and Economic Plonunig iQ Amcr. tcon. 
lUv., Dec. 1939. 
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ternational schemes for the ix*striction of the important 
metals like tin, copper, zinc, nickel and basic foodstuffs 
un<l i‘a\v mater in Is liKe wheat, sugar, coffee and cotton are 
glaring examples of these new experijnents in controls. 
In the |)ost-ilepressloii period there came into existence a 
litter of Jiiarkctiiig controls and control of production to 
pi'cvcnt a ea last nil )hic fall in prices. As Prof. Pigou 
remarks, "the existence of surplus capacity is the funda- 
mental disease and falling price only a symptom.’'".^ The 
('ontrols in the years of depression were aimed at pegging 
or bolstering up the prices. In peacetime economy, the 
villain of the piece necessitating .State action is the trade 


A defence economy is an intermediate situation be- 
twei‘n peace am! war cx-^momies. When a State prepares 
foi* defence against kdlu-osc neighhoiti-s or launches on a 
plan of Wf^/inrirtsc'/ifi/e ns the Germans call war- pre- 
paredness, the (jovcriimcnt intervention in the economic 
s^iJhcro liecomes proiiounc-eil Prcparwlness economy 
heffan in (jermany from 10 :t 5 , wlien armament expendi- 
ture jnmjH'd from in million to billions, in 

Kiigliirl from when the priiU'iple of hnancitig 

Defence Services hv (axalirm was nhnniloned, and in 
France fnmi tlie liW^ of the Daladier (Jovernment in the 
spate of Decrees. wliicJi Hiller issiunl after his advent to 
power in Germany are in essence 0*0011*015 by virtue of 
their serious inierference with the free ec^moinic system. 
Na/i control extemled to all branche.s of ecrmoinic life: 
Strikes were prtdiihited fjy legislation and wage rates for 
the most part were frozen at the levels of the depression 
of 10:^2. “Tlie restrictive ec'omimic* regulations and 
decrees nlreadv issued under (he Nazi regime make a for- 
midal>le list.’'*” lie fore the oulhirak of the war, great 
iniontls had l>ei‘n made into the once sanctified apliere of 
free economic enterprise. 


Xnxi routiol rxlciHls lo all J.ninrlu'S of oconninic life. Strikes 
are prohil>itecI hv li-ttidul ion uinl ral*'< 

rpmoiu ft I tin* U-vp 1 of the aepiT^-ian <*f 1943— Nn»i hcc»- 

noinir PoHcv in fCmnoiuitt, July 41, 1951- 
T A. 0. Pijfoii, Kronoftncs in Practice. 

• I'rerlenck. Polloek. [riftneine of l*r<'iiare(lno«^ , 

Enropeau K<*<»nonilc lafe. .\mCr. ^von. Rcc. Ihirt II, M 


•* \f>zi Kconontir PoRctf in fCcoiiontixl .Inly 4|, 1957. 


Ill \V' PH tern 
airh, 1940 . 
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Coutroli ^: — When tlie war lulually l>r<)ke 
out, freedoui of oiitorprise I.eH'auu* ihe (irst war rartually. 
For t)ie eilieieut fU'i^^'eiitioii of war aiui rapid iiiohilisat ioii 
of all I he available eeoiionMe irsoum's, «»c»vernrMenls were 
eompelled to extend tlie systeiu <'l’ miilrols. The liritish 
Ciovernnieiil , on the <lay of the ileelnratioii cd‘ war, (<K)k 
over the entire railways system of (he (‘outilry. Tlie ♦•on- 
trols of tlie governnieiils in all the iK'llij^erenl. enunlries 
extended tlieir tentaeles to every lUK'k an<l eranny of their 
respective national ei*<»nonijc* lives. 'I'he |u*r oaf»ita ecpiip 
ment of a <on(eni|>orarv army and its di'slrm live eapai’ity 
are of sneli s<*o])e and tiimensioiis ihat ihiw inifdy * total 
w'ar.'' Even in Adam SmitlTs lime, lie was stiauk hy 
the costliness of war: he says. ” A imiskel is a more 
expensive niaehirie than a jevelin or a how and arrows; a 
(Aiinon or a mortar than a hallsta or a latajiultn . 
Hence the State action proceeds like a steam roller II at ton- 
ing nut the eeononiie life the nation to suit its tmly aim 
of winning the war. 

Even the nexitral OMuniries, at tlie inesent moment 
are not immune from this oc*topns of (lovernment controls. 

Sweden’s traditional e<‘ononn(' fn'e<iom has luvn h^st in 
a cloud of decrees and restrictive rvgidati<ms and a full 
war economy has in fact It'cn estnhiislied : ... to this end 
the Government has taken uiuler eontnd practically the 
whole of foreign trade. All exj>or(s are subject (o license 
to exclude the possihility of re-exporting iniiwrtcd con- 
traband goods.”” Thus it is obvious that neutral as 
well as belligerent {xovers universally cxeixise controls 
over the economic activities of their peoples. Leaking 
back over a period of a quarter of a evntury, one finds 
that laissez fat re, which had l>een more or less accepted as 
general policy at the commencement, has. by the end of 
the period, broken to piec'cs like humpty-dumpty: to-day 
controls arc omnipi*esent. India, like any other country 
nf the United Nations, is ccmtrilmting her magnificent 
share to win the final victory. tShe has Ijocomc the arsenal 
*^f the empire and is bravely doing her duty of helping the 
war in two theatres of War. In thi.s gi'cat exertion she 
18 straining her utmost. In India also, the web of con- 
trols is ubiquitous. 

Afluin Smitli. Wriii*h of XofioN'>. 11. V- 

Economic, Oct. 28. 1939, p. I'MJ. 
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Kefore an enquiry is made into the causes for the 
emergciuy of these controls, it is useful to examine tbeir 
similarity or otherwise in the three forms of economy, 
mentioned above. None can challenge the proposition 
that preparedness economy is followed by war economy as 
day l)y night. It is not incorrect further to add that 
peiu'e economy in the pi'esent century is not true but 
pseinlo* peace e<ononiy. A little analysis of the pea(^- 
time hinlgels of the major powers and the allotment made 
in ea<‘h for the Defence Servic-es will amvince any reason- 
able man that peacT time had always been pregnant with 
war potentiality. It differs from the other not in kind 
lull onlv in degree. It is a tragic irony that in the world 
to he nia<)e safe for democracy after the war to end war. 
States slioiihl have l»een spending a lion s share or then 
revenues on piling np armaments, Hut it is a tact to- 
wards which one should not adopt an 

We have to concur with Major Hesse, who stresses the 
point that .loffiu-o., peac’o- and wnr^econoiny arc "nly 
different stages of one and the same thing. This dis 
eussion of the intimate relation, in the present-day woild, 
Ix'twecii war economy an<l pea<*e ei'onomy, leads us to one 
inevitable conehision, riz., that war is always latent in 

the Ixalv-politic- , , . 

{‘ohtrols of ricaa* time give strength and direction to 

controls of war time. . . 

“The given fact of the world situation, as we nave 
known it hitherto, is not peace hut war and the danger of 
war.”'*' War-time <*oiit rols.— most of them,^ — will ‘sur- 
vive war. “War economy, new style, to-day. is no lon^r 
811 ncr- Imposed up^>n a pea<'e economy, as it was in tne 
world war No. I. hut takes its roots in preparedness ec^ 
nomv ami this prepare<Iness economy is sure to 
war! until Europe is placed on a lasting peace-basis, 

hipressity for (^ontroh Some idea of war-time eco- 
nniTiv is essential to understand the causes for controls. 
Modern wars are not won by a show of courage and per- 
srmal bra very. War has been mechanued. Ihc per 
capita equipment of a contemporary army and its de- 
structive capacity are of such scope and dimensions that 


• 2 Ei'OnomifP. 1042, p. T2. 

Lionel Robbins, The Economic Causes of Wnr, p. 01 
Frederick Pollack^ — ^Ihid. 
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they iRiply ’‘total war." Total war doinaiKls loial 
it (luinatKis the and imnio<iiaU‘ iiuil)ili»<a1 i<>t» oi all 

(ho e<.H)i)oiiuc rose) u roes, men, maoliiiiorv and iiiatorials, 
Kaisijig the ariay, navy and air foiTO. tiu ning (lio I'lU toi ies 
to war-time production and diversion oi’ law inateiials 
froji) civilian to jnilitary assumption, eonsorvirjg aJid if 
[possible improving the supply of ossonlial waj’ mater ials 
like oil, irpn aJid sti^el, Iwuxite, etc,, aiv tlie inin)e<liale 
needs of tlK» State at war. 

In waj* time, it is si'anely jKissihle (i> ij))|M)il from 
alii'oad ammunition or ossen(ia) raw materia is for two 
reasons, rn., (lie countries, capable of suf>plyiiig ibem 
might have turned into or hillen under the indueiico of, 
enemies or shijiping am) other transpeua facilities may 
not 1)0 available due to submarine activities. In cithe) 
case the nation at w'nr has to meticulously <'<'iis(‘rve what- 
ever essential materials thev |)ossi»ss at the momoiU. 
Conservation lakes the form of avoiding waste or using 
(hem for civilian consu nipt ion. T])e mint's, factories and 
every productive apparatus should Ik' working to full 
ca])acity. Tbit their working is governe«l by supply of 
raw materials, protlucal within llie ('oiintrv or imfiorted 
f)(>m abroad. As (he war is lieing waged, the civilians 
should be kept not only nlive but also their morale high. 
If a large portion of the productive capacity is div<'rtcd 
to satisfy the insatiable hunger of (he military rnachiiu', 
the civilians would be denied certain vital necessaries; 
conversely, the military machine will lx*comc weak due to 
short supply of ossontinl commodities. 

As (he war prolongs, (he war machine will make a 
gargantuan demand on the total supply <»f goods ami 
invariably cut into eivllian ajosumption. Then will en- 
sue a periofi of warcity resulting in high pri<es and 
priirs will have to he contJ*oIle«l if there sluaild he <*<juit* 
able distribution of the commwlity in short supply. 

/''^otures of Wor Kconomy — The modern \var is no 
linger ex<lufiively heroic : nor is ‘won on the playgmiimls 
of Kton’ but on the farm and in the factories. It is a 
conflict between the farms and workshops and mines ami 
mills of the nations guite as much as between the armies 
in the field.*® Man fights with machines: the more <Iead- 

''OarhoRio ri.urnhUifm-, Vont,ol untl (^pernthu 

of 
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)v the machine, the more easy is the victory. The smews 
of \va)‘ are shells, Iwmbs. torj^edoes, guns, tanks, nymg 
foilivsses, etc., which a government can obtain by one 
or more of three ways : — 

1 . Full employment of all the economic resources, 

taking in the slack; 

2 . Sliiftiiig production fiom non-essential peace- 

time commodities to essential war-time 
supplies; and 

:i. Importation of materials and supplies from 
foreign countries. 

Of these three methods, the first is of little 
(iinw 111 Woslcrn countries, which had approached f»l 
cniploviiicnf stniictinie l^lore the outbreak of "ai. evei 
nUicrwisc it cannot by itself the gigantic war demands^ 
The third iiictliod is more precarious and niiteliriblc as 
iiiuic with enemy countries is out of the <iuestioii, with 
iiculrals very diincuit due to contndiand control and with 
the Allies, possible at the risks of subiiiarine or U-Hoat 

Ti'ikiiic in of slack imiilies the full use of all the un- 
i'mi>lovc<l or unilcr cmplo\cd factors of production, in- 
volving shift system in factories, drafliii}? the old, young 
anil the iille rich to work and the piohihition of strikes 
and lockouts-"’ The turning of peace-time industries to 
a war: time key. drastically reduces the production of 
I ivilian consumption goods and its success '® / 
iIk’ magnitude of the ivduction elTected. ^he taiiiui , 
1^1,1. .IV owner, lahonrers. tl.e railwaymeii am the test 
have to serve the ends of war. If they do not, 
l,s palriolic fervour, voluntarily change over to the new 
,;.n,li1ions of the life, they will lie compelle.i by executive 
.aders, /.s., eontrollcd. To augment the supply by means 
of imports from abroad is to introduce further regulations 
of foreign trade. Thus controls attend every etioit of 
the (Jovernnicnt to maximise war production. 

At any particular moment, the productive apparatus 
of anv country is limited and in war time it has to be 
voked as far as possible, consistent with the maintenance 
of the civilian population contented, to war service. 


>« Pilfon, Politicnt Economj/ of Waf, p. 41. 
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Fresh invest lueiit s ol’ capiuil ni iiuliisliy shniilil he sUH'ie^l 

l(' those jM>ssessing war imteiilial. Banking auJ thanuc 

sivuild serve as haiul-inaiils ol the war ii<ul. I'liese, 

again, involve another series of regiilal iiais. 'I'lii* riior 

molts seope of moilern war neix‘ssi tales inn l ml of an iiiUT 

fore lice w'ith every aelivitv (»f the unlinarv rlll/eti 

^ ^ * > 

Moiieiii goverimieiits realise the sign! lica nee <if tin* eivilnm 
morale and adjust their ituilrol inachinerv a«vin ilingl) . 
They make a)io\vanee for eivilian (tmsiiinpi i<at hiil wiiiiiii 
striet limits. The civil |Mi|Hilation is persmule<L in *v\ 
tain eases, to forego ivrtuin eonmuidities and in otino 
cases, is com JH'I led to take only tlie statutory rations. 
However, everv cHort is made to iiuvi the insa liable Ji* 
mand of tlie war machine hv intensive indnsliial nii^hilisa* 
tion» conservation of all the essential war nialejiais and 
their augmentation as far as |>ossil)le, by iin|>otts. Jn 
the prosecution of the modern wai\ there is no more itji- 
porta nt question than that of eennomie fMiliey and no 
more important arm ilian that of imlusiry, cinnmmro 
and hnaiKc.'" Kconomic strategy, instead of lieing a 
supplement, has sulwnlinatcnl to itself military sirategy 
According to the /^couornisf, Oct. *28 , llie Nfinislry 

of Supply in Groat Britain would liecxane the biggest and 
the most comprehensive trading organisation in tlie world. 

The most salient features of war-time eermumv are 
full employment, overtime work, short supply of gnmls, 
soaring prit'cs, queues in the al»sence of eneetiye ratkms 
and rising money earnings whitli c>)nlrnsL glaringly vsitli 
those of noinml peace ei'oiiomy, cU^. hlle res<»uixvs. ghii 
in the market, sagging prices, and low money ('arniiigs. 
War creates scarcity in the midst of plenty. “In war, 
Lord Keynes says ‘*we move Irack from the Age of Plenty 
to the Age of Scarcity/’"* In shoj t, War brings alioiit 
a revolution in the economy of a c-ountry and as a conse- 
quence, even the most free democracy cxperiencc.s tho 
growth of a formidable array of conlnds. 

r have discussed at length the prolilem of control anri 
endeavoured to show that iaSssez-fafre 'm* an outworn 
creed. Western nations found it imperative to discanl it 
during the days of preparation for the present con li a g ra- 
ti on. When the present war assunietl gloKal propori ions. 


Dnrhin. /Iov> to Po,v for the Tl'r/r, p. 2^^^. 
>*.I. M. Keynes, f/ov to Poy for the I>. 
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all countries, belligerent, non-belligerent and neutral, 
found it necessary to introduce control whether in order 
to mobilise the pi-oductive machinery of the land in aid or 
total war, or to keep at arm's length the evils threatening 
the state by the unprecedented rigours of present-day world 
eoiiditioiis. If any one lays the flattering unction to his 
soul that when the times of peace return countries 
siieedilv revert to good old laissez-faire, he is bound to ^ 
disillusioned. Hitherto the material resources of India 
have lieeii mobilised for winning the war. The time has 
now come for us to realise that as soon as the war is over, 
this mobilisatinn cannot be dropped but has to be 
ed for winning the gi-eater victories of peace, dn the post- 
war period, India’s unexampled man-power and materia 
resources can he utilised in the interests of her ?«“{>■<;: oi 
in the interests of others. It is up to us to realiM, that we 
have to see to it that the war controls are carried on into 
pewe time and utilisi'd bv capable and sympallieli.' bands 
?or the promotion of India’s wealth and welfare. 

Freedom from Want :-ln fact, wealth and welfare 
should 1)0 the objectives of all ixist-war conti-ols. Ihe aim 
shoulrl he stea.lilv kept in view to bring about a iiia.Miiuim 
utilization of Hie nmterini and human resources of the 
vast sub-continent of India in the interests of all its in- 
habitants. Such a plan will lead to the providing for all 
Indians the minimum of necessaries like food, clothing, 
housing, medical help and education. In any scheme ot 
social welfare, provision for cheap, abundant and 
iiig food should take the place of honour. ITaking a 
iMsis a familv of three adults ami two children, the 
minimum anniial foml ^'••quirement for this unit woiiW 
Ks. -240, if we arc lo take Dr. Aykroyd 
other essentials like fuel would dernand an additiona 
Hs 120 According to this computation, every indivu ual 
with a family, requires Rs. 30 per mensem, excluding 

.ontrihutions^for social a 

prevision for a total income of at feast Rs. S-O'W <roris a 
war. At the same lime, it must be borne in mind that 
this is onlv the minimum ; the average is bound to be l igher 
and therefore in order to ensure the minimum to ah. the 
national income will have to be many times this fi^mre^ 
Similarly, the present per capita consumption of cloth has 
to he increased threefold, and this would mean an addition 
of hundreds of crores of capital to the cotton textile in- 
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dustry, which has at present a total block cafiilal invest- 
ment of K>s. 400 crores in the nuH‘hnni/AHl proiiiict i«ni and 
lis. 20 crores in the hand loom industry. Tlie so>pc for 
large investments is equally evident when we turn to I lie 
problem of housing for the people, AIkhu a century of 
educational eft’oit in this country has given us tmly ^ 0 % 
literacy* while the literacy level for other civilized countries 
is 75%. An unprecedenttnl expansion in educational 
cfTojt is a sifie qnn non for any real pmgress and Uiis again 
involves huge amounts of capital aiul rirurring expendi- 
ture. Tremendous eft'orts are needeil, for ijemenJous 
issues are involved. 

It is a blot on civilization that 1/5 (»f the human race 
should live in |>erpetual starvation, miserably pcrisliing 
for lack of food, clothes and shelter, steepeil in ignorance, 
harasst‘d by disease* and darkening the snnsliine of the 
world’s health and prosperity by si>rving as a perennial 
reservoir of diseases, plagues and epidemics. What else 
may one expect when the most optimistic estimale of pei 
capita income in India is the paltry sum of Hs. I58J .And 
when war and scarcity stalk the land, they die in their 
thousands like flies by the i-oadside, a grave and bitter 
testimony to man’s inhumanity to man While war’s 
dire engines lop off thousands on the Iwitlefield in the great 
theatres of war. here in India, we see thousands perisliing 
at our doors. Is it too much to ask that every nerve 
should be strained, every power molnli^ed to prevent the 
repetition of such catastrophes and make India safe for 
healthy living and high endeavour? No effort should ho 
considered too arduous, no expense too heavy for carrying 
into execution a comprehensive plan which will include 
l)oth agriculture and industry. Whenever in the past a 
plea was made for nation-building activities, an old horse, 
named lack of capital, was trotted out by obscurantists; 
fortunately this horse is now lame : and we arc now so 
circumstanced in India that there arc various sources 
which can be tapped for bringing about this capital develop- 
nient. Hitherto* estimates of capital requirements in 
India have been only partial but this deficiency can lie 
easily made up. Where there is a will to bring about a 
new order in India, the way can surely be devised. If 
there is to be an easy transition from a wnr economy to a 
peace economy, if India’s millions are not to be for ever 
starving, ignorant and suffering a co-ordinated plan for 
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nulustrial cand agricultural development is a prime need. 
The an mm nee men t by the Government ten days ago ot 
their intention to constitute a committee to enquire into 
uml report on the planning of post-war scientific and in- 
duslr ial research for India is to l)e welcomeil. I trust 
that tile Government will likewise see the need for setung 
up a committee for All -India Industrial plnnning. Ihe 
importance of such planning was realised years ago by the 
U.S.S.li., and we in India can profit by the experience ot 
tiu* Soviets in carrying out their First Five-Year Flan and 
avoid the popular suffering and the rigours involved in their 
juomeiilous scheme of capital <lcvelopnient- The vast 
sums involved and the sc-opo and extent of the dianges 
elfcHted can provide us an example ami an inspiration. 

At this juncture in our national tnonomy it would bo 
worthwhile for us to con8i<ler how lountries like Russia 
ami Germany were aide to finance the development ot 
their giant industries. Moilern otonomic events in the 
West have shown up the jugglery of monetary ec|uilil)rium, 
and few students can fail to realise that eomomic power 
depends ultimatelv on man-power and raw materials. 
And in these two r(*s|)ects— nmn-rH>wer and materials 
^India stands as a great [lower by the side of U.b.b.K., 
(dnnaand the United States. Nevertheless the present 
nlitflit of llu- averaKP <"*1” ■'*"'1 womnn in India is tragic. 
Sick' i)v side %vith this sj)«’ta«lc of U-rrihlc liunuui sn"''''- 
iiig. we see oiir (-oiintivside negleeted and undevclopecj. 
and its rieh resonrci's left undisturbed, locked fast in pii- 
niiiive neglect. IIow much neglected and how much un- 
develop.'d. one can easily visualize, when one rewlls that 
as the (Jraiid Trunk Express Rjrceds across India Irom 

Madras to Delhi past rivers and plains and forests. 

Scaieelv does the eve light on a factory chimney or a 

highiv inclustrialized an«l built-in area or a scientihcally 
cultivated plot of garden land; hut there is a monotonous 
.succession of bare, barren fields, of virgin forest, of vast 
areas over which the hand of man seems seldom to have 
been busy in tilth or his brain active in production. What 
a picture it must be for a man to compare in his own 
mind if he has also travelled through the English countty- 
side with its gardens and villas, huge built-in areas and 
vast tracts and forests of smoking chimneys. And yet 
this frightful human misery in the mid.st of the untapped 
treasures of bounteous nature is avoidable. Says Dr. 
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Kevnos in liis Hsiiays hi Persiatsion, “Tho lU'Diumiii' l‘i<)U- 
lom, as one may call it for short, the pn^hlem i>1 want ainl 
poverty and economic struggle lx* tween classes aiul nalhais. 
is notliing but a frightful lumlcUe. a transitory and an 
utuiecessary miuldle. For, the Weslein AVorhl aheady 
has the resources and the tecluiiipie. if we wonM eiyale 
I he organisation to use them, eapaldo of redueing the Kco 
noniic Problem, whieli now aIJsorKs <nir moral and material 
energies, to a jxisition of seixmdarv iiiii'ortam c. Success 
often conies In spite of muddles, hut no thiiiKing man can 
8 ulfscril>c to a policy of niiui<lling through. I. for one, 
<*annot disguise the fact lliat ‘an oniue of [da lining is 
better than a ton of mmKllc«. ' 

Any planned scheme of economic <levelo|>men( for 
India must not be a slavish imitation of Western imhistiy 
with its urban civilizatiim and [wrpetual <‘lasli of classes. 
Industry at the present day has reached a stage wlien it 
ia dependent for its very e,\isiom*e an<l survival on the 
sympathy, encouragement and active snp|>ojt o( the State. 
\Vhen a State like India wants to pi-omote ne^y industrial 
ventures, it can itself undertake the organization, and ace 
that it is worked in the inle rests of all the |X‘i>ple. Even 
if new enterprises arc enirustetl to individual or corporate 
management, the State should insist that the henehta 
tliereof flow equally to the whole community and are not 
utilized to promote the profits and fiitci'ests of a fcNv, 
In other words, the planned economy of post-war India 
must be so conceived ami designe<l tliaf snrely ninl inevi- 
tably it will lead ultimately to a socialistic new onicr in 
India. 

The changes that are called for in tlie held of agruail- 
lure also point in the same direction. If agricuhure in 
India is to !<► a profitable industry the mnldlemnn who is 
nothing less than a parasite on the industry must lie cloni. 
nated. The trend of opinion in all parts of the (•<ntntry 
;» in the direction of buying out mid<lle-inen s interests 
in land by paying them adequate compensation, Anotlicr 
measure for the improvement of our agriculture is the 
encouragement of collective and co-operative farming. 
These measures are admittedly radical and revolutionary, 
but they are necessary in order to raise the national in- 
come and provide a national minimum. 

At this point, let us turn our attention to a grave 
and serious responsibility of the state, fu*2.» social insur- 
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<ance. Now that the Beveridge Scheme is engaging so 
much of public attention it would be worth while to 
examine its applicability to India. It professedly aims 
•'to abolish want by ensuring that every citizen willing 
to sei ve according to his powers has at all times an income 
sufiiciont to mei»t his responsibilities." The scheme is cal- 
culated to eliminate the sufferings due to unemployment 
which normally arise in the competitive economy ol a 
highly industrialised nation. Sir William's proposals con- 
sc didate a large number of already existing schemes for 
relief in connection with old age, sickness or interval of 
uiieiriployment between one employment and another, 
'rhe scheme has evoked criticism even in England as 
oft’oring a premium to idleness and as patting a damper 
on initiative. Apart from that it is clear that a scheme 
like Sir William lieveridge's is primarily meant for a 
highly industrialized cwintry where there is a long tradi- 
tion of unemployment relief- India is primarily an agn- 
ctd turn I country with only a small percentage of its pt'pu- 
lalion engaged* in in<iustry. In India, the diffieultics in 
the %vay of practically implementing a plan of the kind 
are many. We <io not have in India a Inrg class of per- 
inaneiu emi^loyers and employees. Sir William Beveridge 
himself speaking on the "Four Freedoms in delation to 
India" <ihsorvetl " The main problem of freedom from 
want in Intlia is to niv mind concerned with raising the 
eflicdcnev of agriculture." As far as industry goes. Sir 
William is <‘nn<rrne<l only with the proper distribution ot 
ii witli reference to places where people can live happily, 
lie would iritrndn<*e the principle of insnraneo as pari of 
the ilevelopnicnt of In^llan industry. He wonirl begin 
sneia) insurance in India hv applying it first to sickness, 
to providing iiu'ome for sickness and treatment of 
sii'kness. The (iovernment of India have already in 
nrcTiaration a scheme for sickness insurance in India, 
nnd it is ihal Sir William Beveridge has 

focussed attention on this very necessary measure. At 
the same time it is clear that India is yet very far away 
from any prospect of providing for all the activities of 
its citizens from birth to death- Indian economy cannot 
in the near future undertake such a comprehensive scheme 
for both agriculture and industry. At present the Indian 
state must provide health insurance, old age pensions and 
compensation for industrial accidents. As already point- 



PREJilDKS'TlAI. 


ed out tbe set uritv lluil llu* riUA'U nf hidi;i mn get 
today depends ou inrreas<» i»f iiu'tU . <iii in relerolioii 

and enlargoinoiil nf pnulmlioM and om up Hie 

level of rnili^mal im-ornr all whiili are ealnrlale in pave 
the way for a iia]>pier and nioie piospeion*^ India. 

instead o\‘ in \ isiiais <il‘ the riitnie. 

let us np[>ie(lnle tlie urgi*in> id’ llie pn^hU'ins that ((>n« 
front us and their sii)>n*riie iniportiOav h»r I he liiluie of 
onr eonntrv and uhimaii lN »d’ I lie wlmK* nl linnianjty. 
In the miihlle of the :^tlih n*iiiiii'\ \m . m Irnlia, are living? 
in a jnedia'val emrioinv. wiih ilr* i a li man in Ids easllc 
ami llie pior man at ;;aie. I'lie '‘la^uerln*; disparity 
Itetween our |0'e««enl |Mi\<'rl> and mir j^‘•l^•nl iai pi'osjierils 

should rontinne no hniiito' If prennil <‘inr»nnii hark- 

wardness is not to lea>e iHdiiial an iidiei ilaiu e ol sntferiiig 
and misery to «;eiieralioiK set nnlsMii. il iiMMlern eivili/a* 
lion is not to }>i-»)eivd fn»m one* rata'-l ropliie mial war ti^ 
another still worse. India '“honhl Ik* >tnin<' In limsell ainl 
capable of stand in*; as an ectmomirally pros|H*niiis nation 
eager to co-operale in l he <’\lensioii !•» \h loi ami vaimish- 
ed alike the fienelils of Hie llfili c lauM* ol the Atlantn 
(’barter: “ To bring aln.iit ihe ^nlle^t eollalioration 
between all nations in Hie eecmcmiie lieM. with the nhjeel 
of securing for all impnoed lalxair slaJidards, i*(rinomi< 

advancement and social secnrily 

The planned imlnsl riali/al hai of India is a.lvtnated. 
Iherofore, not oiil of a ^fdrit c»r n.inpelilion bm a 

clear awareness of the siijuvine iin|M)rln!ne nl a glolml 
Intel rlcnendence wlierein everv jirogrossjv<* naln)n must lie 
able to mill its welghl. Onr desli-es, (hmighls and 

strngceles for wider inchislriallzalioii, have Miet uitli 
apathy and inattention In the past. Difficulties cif vari- 
ous kinds have again and again eropped up. Anri \el 
the opportunities of today an* iml to Ik- ini<sc*d leaving a 
tragic trail of suffering for tin* mornnv. immiiit an 
energetic action is called for fnmi the slate. No mode i n 
industry can thrive in any c-ouriti-y. however advanced l 
may he, without a full measuiv of Mipfmit , 

government of the esninirv. Here, in India, , 

and sympathetic >tatesiiirtiisliip has got 
st-ope for inaugurating an era of pleiit> and |nM>.| 
for all sec tions of the- vast popolafirni of Imlia, 

(Jiven a unified iilan for Hie whole of 
carrying out of the plan may he ent rusted to the piovinco. . 

F. 10 
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There should he c'entralised management and decentralis- 
ed fuHilment. What is wanted to-day is drive, initiative 
and leadership. May we lie granted wisdom to see 
rlearly. eourage to pl»m nobly and faith to tran.sfonn the 
visions of to-day into the aehieveinents (*f to-inoi‘ir)w ! 
However long the palli, however ai^dnous and exaniiig 
I he journey, let ns go forward I with the conviction that 
our goal is no less than a brave new world t>f lusdth and 
happiness, imernational |Hsi<r and world-wide <o- 
opcralion. 



DIEHAIUJ IN DiUwUlLAND 


A builcs(iue loiiversal ion hotwivn llu* KN-GranJ Uudu'ss 
Anna AnnchivnisUviuh of Russia and an 
economist Mi*. DaunHoss DiohurMi. 

' I ri»i.> on |]j«* o|»r||in^ i).i\ ol lUr I'.ro* 

iiiiiiiii ( ’oiih'i eni'i* ainl niiu Ii i.ivoiii ;<nioiio ifn* 

I iU.\i il Uii> IhmMI lo IIM Ulilc n ill itir Toll. 

Irvruri* Xuniiu'i’ ol Oil' Ji*iirn.il. | 

. I //////.— Oh. Moils. Dieliard. J ‘m si> dislrail. Wlicn 
1 Hod from Russia. 1 had 1io|kh] Io loavc liohind iiio iho 
horolioal chKlriiios ami tho salnnii' jiracUoos of tlio 
l)o)shcvists. J had hoped to for^t alt<»j 4 olluo* ifial Inna tie. 
Mu IX. But I found ovideiioe of his snrivjMitious in* 
Iluonoc all over EuitiiK'. Nol even Eii^dand was oxoiiipt. 
First, there wore taxes; then all forms of irksome eon 
trol, then more taxes. Finally, when the war came. 1 
found Knj^lund Ick» avaricious io hoUl me. ilusl imagine. 
Monsieur l)ieliar4l. It) shillings in the C. over nearly Iiulf 
mv in<*ome: And so 1 came to the I'niled States, this 
land of 'n'lmine fm'dom and Christian charily. 

Dff'h/ffd . — Thai is true* Madame. Here at least 
yon (Will make millions witliont the 1'rade Vnions siiatcli* 
inj^them from you. and the (ioveriimenl i*(>hl>ing yon of the 
lest. 

Thai is .so. Mon.sieiir Diehard. But tel) me. 
do you l>elieve In these new-faiigliHl notions of plannin;^' 
and j>andorjng to tlu* elainonr of the ‘eaimille’ t 

Madame. 1 am pr'cparcd to swear before 
the assembled miglit of i*eoiioinic learning, by llic I"* 
(a pies of lui^sfZ-foJre. My lielicf is that economists wool cl 
not have I)ronght disci *0(1 it on themselves, if only thev had 
in a I n ta i n ed tl le old a 1 1 i tii (le of a I oo f sii |K't* i oi ’ity , W I le n 
tliey l>egan to Tiu*<ldle wllh plans, none of thorn 
out as forest'eii. 

Anwt . — Tell me, Monsieur, do you believe 
come Tax. and In la.xes on excess pi-ofits ? 

Diehard. — Madame. I have always firmly 
the benefit theory of taxation— those* who pay most should 
benefit most. I' have always thought that taxes on profits 

$25 


tnrnerl 
in In- 
unlield 


52(5 


])IEHAI<I) iX jmEAMLAXU 


kill enterprise. My theory is that the recent j ise in taxa- 
tion is the main reastni for the inci-ease in the severity 
of the slump. 

Do v<m «•<» anv piirjjosi* in fixing prices? 

at all'. Madame. Further, I believe 
it does detinile harm. Prices arc iiulications, as any first 
year student will tell you, of the consumers’ wants. If 
Voii fix them at any level, they fail to fulfil their func- 
tion. Hut neiilier eiiHionusi> nor economics ever fulfil 
their fumlion these days. 

.—If v(ni Imd enough power, you would make 
an nltogi'ther dinerenl vvorhl. would von not? 

Dit'hanl. Mai lame, the dream of all right-minded 
economists has ever Ihtii a world of pei'foct competition, 
[f ycm care \o cmae with me, 1 sliall give you an idea of 
what it is like. 


[ tniff. A VI .(re service. Monsieur ! 
iiU’hnrif.^ 'fheii. ^fadanic. f.ehold and rojnur. i ou 
<ee here a worl^l of perfeci eom}H’l it ioii. It is a land over- 
Howini: with milk and ..tw.nnd.s. 


fiowiiu' with milk* and lioiuw. Fa cry thing alHmnds. 
evervtCing is elieafi. No sc»IIer will dare sidl aU)V<* cost 
price. Diamonds are as elimp as rfus(. 

, I mm ~ - -Dll. that w'ould U* etic'lninlarl. Monsieur. I 
mean perrfe.i. I don't tliinlx I Hiuld iwer liave 
(aioindi ilianumds. hnl wait I am in donhl . It 
dianmnds are as cheap as dnst. tlieii ihe wives of Tom, 
Diek and Marry will all hiiy diamonds. 

D/t'lunil So er|iiilahle is this svslcJa. 

\,nm. Dll. well. I don't know, if 1 shall (juile Idee 
that. Bin and hasc everything yoiir own way. I 


siipfKise. . 1 1 j 

Wf'hmtL Madame, v^hhIs are so alHinUaiit 

that no one siiO’ers from shortage of any kind. . , , 

Afum. Hut i.msi<ler. Monsieur, my special hraiid 
of perfuim* will it also Ik* ahutidanf ' T sli.mld I ike U) 
I>e exclusive in mv dress, aiv jewel! ry. my (oilette 

/>/V////rr/ - Thai is what \*ohIen enlls conspicuous 
waste, ^fadamo. ft will disappear in a |M*rfee(Iy com- 
jjetitive economv. 

.1 onspicuous! Of ccmr>c, i( will he cem- 

spicuous if the parlourmaid is seen wealing what -would 
suit a cUu'hess alone! And whal more can your world 
hoast of ^ 

Diehard . — The I)e5t is yet to come, Madame. All 





o2i 

ihingji in unr wnrUl niv inliuil<*ly <n\i>il»lr. I'hnv is 
absolutely no wusie — iii» hint i»f uluii \m* eioiioiiilsi*^ un in 
I'Xtvss onpiuily eilhoi* iu ineii i»r iu irintei*i:il \*>n ran 
prmluei' as miu li or as lit Me <fH'n a^ y<ni jiloa^r, Mai liiucs 
arc clivisililc ainl vou uiii alwavs iret llu* Ih'^i nni '►! tlicin 
as they are never 1 (k» large, Lalxnn* , . 

.1 «//</, — But, if, as \HJU sav , MtiUsienr. lalKiur 
divisible, a man nun* smhlerily liml liimself iiisided into 
two beings, if fx’iiig a single unit les< iHiitimiiii al f 

Diehtiri). — That. Madame, is ikv^'ssary in a |ieifL\C- 
ly competitive world. 

Anna . — M'sieu, you mean to >ay. I >hall smldeidy 
find my .self in two? 

/^/VAo/v/. — Not at all. Ma«lniiu‘, A dtnliess is not a 
faeH)r of f)roduelioli. she is ujilv an ini|i<»rlaiil faelm’ bn 
e(nusutnf)tion. 

Anno.- llcaveh fie praiM'd for dial! Mi. Morgan, 
my liusliand, is a lianker. ean ii hapiH’U dial 1 sliall reUnii 
Imme one evening to dis«.iuer I wo linsliaiids instead of 
one ' 

hit'kai'O -Finaneiers are eni i'4'|iiviieur>. Ijilre 
pronemship "is clivi.sible. Ve-s. Madame. >onr forelmding 
may eomc true. Ibil iti tin* interesl.s of 

Anna . — Many forelsMlings si*em eome true over 
here- if J may say so. And pray, >rsieu. wiml else has 
tills ner-r-feet eompetilion to oftei f 

Resoum's. Madame, are |s*rfeetly mobile. 
To-day yon are the owner of a eopfM*i' miiu*: l<» morrow it 
^Ix'C'oine.s an oil well. No ealliug is closed in anyone 
You can lx* a doctor, a miner, or a jiorlm*. As all lalwnv 
is mobile. iiU'omes will l»e equal. 

An?fa . — I S4*e, M’sien. And s<» the butcher will 
earn as nuiel) as mv husband iloes. And I shall have to 
suffer the indignity of seeing my elm r woman in iiearls, 
and of having to invite her to my parties — a mes soirees. 

Oif'/tanh — Pearls only lx*eome a diceliess. Matin me. 
But there will Ik* far moiv et|ualily in our or<lev. 

Anno . — You cannot deceive me sirl ^ylly , tins m 
worse than the rankest Bolshevism. Ktinality indeed! 
And I thought 1 could trust you as a friend of tlie^ old 
order I I shall go Iwek to Russia immediately, M'sieu 
Diehard. 

Diehard . — But. Madame, — wait, lie fore I go fur- 

ther, I must explain to you the principle of the time lag. 
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Amur — Pinv. M'sioii, what is lhatf 
DiehortL- k means that theory in luDnomics iags 
far belli ml piaeliee. It is sometiiiies easier to tear a 
miser from his imniev hags than an eionomist from his 
assinnptions. 'I'he world I showed you eannot he real- 
ised. as it is })asecl on unreal assumptions. For long it 
was our Isdlef I hat the less yon lo<jked at the world, the 

more von know nlioiit it. 

I j.jni more than forgive the theory for that. 

[hit <loii l von ever trv and <*xplain f?u*ts ? 

iJirls^iuL We alv Irving lo, M<ulajne. We slurtei! 
willi (liir>|)olv- iwc, w-llers selling the saim- tlmig. Bui we 
hiivc iK.l lierii iililc eo tell whiil the |>'-i'c will In'. 

I/;/,//. -But whv ' I shoiil.l have thought that 

would liiivo heeii easy enough. , . , i ,, 

Di.hfiril - ^'ou see, Ma.lmue, we doll I know liow I" 
lH..rin If one seller assiiiiies the output of the other as 
fixed we have one snlntion; and if he assumes that the 

lirie<- is fixed, w-p iiave another. 

!/;»/( But M'sien. wliv should aiivoiie assume any- 
ildiig sr. stiipide' ' They wonldnT aelnally l*elieve that, 
would lln'v' 

Dii-litnil . We don‘i know wlial .... 

Afitfr ^’on ilmi’i kmov ;in\ tiling, it .'^>n ask irie. 
Ill vonr world <if per r- fist c-om[K'( il i(»n nil men are <leini- 
trnds Ami now in du-o|H»l>. yon make ihrm im veiles 
7hn wi* shnll never descend to I he real world, if I don I 
iioike vonr. Wliv ilid all the t'ctmomists, save a few' Irke 

Mill, eeasi' lo Isdieve ill hnssvz.jtnrr • n w 

■ There were lw*i ivasoiis, Mndame, <)ii<‘ ‘s 

W'ni. the other Is the 'frade (\v<le. , • i ,• 

Amur Wiint is the 1'i'ade ( yele ^ Nmie kind (*i 

mnc him ' ' . i 

Nfadahie. it is tlie eeoriomie merry-go-roumi . 

'f'he ulmle world is forrrri to sit on it. There seems no 
r^senpe. M sieul Why sliouUl anyone want 

to eseane fn)m a merrv-go-nmnd f 

})l'U.nA MeeanH' it is not always actually merry. 
Madaimv The upswing is cn.i<.yah!c. hut when yon ermic 
titiwn with v<nir purse emptying itself all tlie way, you 
l,e<dn to lirefcr stability ami pemv. . , . , 

Surely, you Ixdng economists slioulrl U* able 

to give the world that ? 
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i^/VA/z/vZ.— Mailnme. tiu* Couri whuU trus {a 
mine* tho guilty party, siis in jiulgihotil oliTUallv . All 
iHHmoinij^ts Iiave aliaiiHoniMl ihvir st'paraU* <n«'sis aial liaso 
hirmal ilolortivi* to hunt «|rnvri llir criiiiiiial Itni wi' iia\<* 
not yi*l (|iiito siuuvileil io i nic king liiiii. 

.-i /z ////.— Will I l»e pi*riiiliu*»l tt» haso a |u'i'|i ai ifio 
[)ron*f»iijngs. M’sieii f 

With i^loasiiiv, MailanK* 'l'lu*n* a i r iiuin> 
who have l)tvn IrioW anil nol giiilly. Mi. liaulrrv 

(hongiii that the nnigiriaii M«iiie\. was the \ ilia In ot the 
piece. They found tiail he iiivaiaaldy niade liinisi»|f sc arce* 
din ing the depression, Ihii jtt llld’i, the\ c lieapeiied iiiuhes 
and yet the depression |H*i*sisted. So he was absolved. 

.{ttu'i . — How ean Moiiev I'ver W- lo hhniie ' It makes 
the world go round. 

Dl^honl . — And I lien eame psyelndogy. 'I'hev llinuglll 
that the brains of (lie iMisinessinen UHaine period ii^a I ly 
addled. Rooms were eausi'd hy limit h*ss c*f:t inii''ni ainl 
slumijs hv Idaek |K*ssimism. A few nf us (liouglu liial ihe 
sunspots were lo hlaine. hut wc» loiild noi fa ing llnin (o 
llie (lOc k. 

Afttitf , — Dear me. it Icx^ks as if ymir hrairis aiie addl- 
ed. OlKe you drag in psyehologv . and tfieii von drag in 
aslronojny, At lirsl yon make men deinigoils, tht-n im- 
heeiles — now wllh the Trade Cvele. thev Ikkcuim* nervous 
wrecks. Really. Msini Diehard, what’ next' 

Difiharff. — Now, Machime. that SheilcMk Holmes of 
llie eennomii* world. John >raynard Kesnes. has 

hrouglu lo heel a whole ganj^l 

Afiari . — How clever of him. And who are the 

gang? 

Dif'horf }. — The first. Madame. is*a hnly called Pro- 
pensity to consume. Her cra?e for preserving a slim 
figure is such that the more she is given, the less she con- 
sume.s. 

Anna . — I sympathise with her sentiments. M'sieu. 
Dit'havd . — The archfiend is Marginal Efficiency of 
('apital — given to fits of hysteria, and a tendency lo lol- 
lapse. The last is Liquidity Pivfereme. an Inveleralc 
drunkard, who, when he cannot get a cl link at the hai. 
swallows the Infjricaling oil, and brings the machine to a 
standstill. He is aiefed and ahetled hy the ^fagiciari 
Money, These are res|>on8ihle for the merry -go-ioond 
of boom and slump. 
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,lnna . — And these t)ooms and slumps have led to the 

nhandoument of liii.<f:i>z-/n{rt''. 

/.—Mainly. Madame. Tliest> have resulted m 

a plethora of planning. 

And what exactly are these plans. 

Di>'hnnl. Ma<!anie. 1 can easily explain myselt. 
When tried in CerinaMv. it is called Fascist fanaticism, 
when tried in the United Stales, the sue.ess ^ 

Deal; and when tried in I- ranee, the failure of the Blum 

' I \nd thev have quite overcome the depressions ; 

l)h-h.nl. In a way. yes. Ma.lame In a "'av. 

In iho 1^‘itli. uiioinplovinviU is al an oiul. Foi wh 

is not. So if .vou pr.Hhice .mly guns, yon can l-e sttte or 

,|.ey work, Thev wan, hread, 

>on do away with iK,li'-«' 

Ma.lame. ,vou .an ell-.s-tivelv pievent any.me rom t. In^ 
von so. Besi.les lurail is pr..niis.‘.l in the long nn* 

willi ihv I .rUoisnniin. 

\hnfi An«l is {W.w nil (iviniany h;is liono . 
iy,rha,il No. Mu.Uiim*. lln* Fuohror Ims uoiiipU h 
ihr Mniify inni lus PJ^wor. 

I • IlfAv .li«l lu‘ 'Avlnosv this foal ? 

nirhnri. Thoir is .mly nno way, :^ra(lnn» - 

llirouirh Iho powor of a ^roaloi* Magician. 

-.1 1-' i.i. hv.! 

qX/. Hut. :M sie... T thonghi that mmiey took it,« 
orders always from gold. 



piKiiAini i\ tun: \Mi.A\n 


uM 

Diflmrtl. Madaiiii'. as a Jialtoss. ii I*, mhh * 

tr> (liink tlio liinos. But ihc kin^ilnni ot is 

iioithor lu“vo thcio. il is within von. 'I'lum* it 
as a j)ri!ni(i\f ptvjuiliu\ All iho u**\\ is ill llu' 

X uiled Slates, wlieiv it alToiiU the <•0111111011 sprctacle of 
royally in rcfngo. 

Afffif/ Tiuni. M sirii, I ,1111 i»\c*r j<iv<*d in l.r hm I 
feel safer in a ionnlry whirli has a slake in vnlti 

/•//.— Tile world irr) ihoni;hl so, Madaiiu*. wlu-ri 
all llie (iirreTiiios oflensi ellri^iain 0 lo ^<»M. Ihil la- was 
a lianl tAsk*inaster, a ml the jnosi ri*spe<'iahle of his miIi 
jeris, llie iinpeecaliii* |K>nml sierlin*;. was Ilir fii<i r<'ln*( 

A/ifi//, Al'sien, tell nn* alw>iil llu' \ew Ileal in 
.\iiun ieo ' 

Jf/'hmtt. — Vresi<lenl Uoo> 4 *velt fiHriu'd a Hrain 'I'nisl, 
^^mlalne, hut soon loitml that heiiaihl not trust lla hiains 
lo set llungs l ijjht. 

/( Then >slit<ni eonhl he trust • 

Dh'fntrd, — NoIkxIv. \ra<laiiM*. Thai was llie he^dniiin;; 
of th<' end. Ho tiio<l lo j)leas<* eviaylKxly, and found he 
could jileaso none. He ratseil farm prievs and found ilna 
wa)»e earners ilisap))tove<l rrf llie r is<‘ in the cost of living. 
He Rtreiiftthcned Trade rnimis, and fmnid Hi^j Ihisiness 
against him, TndnsI rialisls waiileci larlfl's, hul ngridil- 
tiire opposed them. Tie could <lo noihinj? without ofl’eiid' 
iiig someone or the other. Finally, tliat (Vmiicii of 
ontediluvians renowned for their sanity — the HniJromc 
C-ourt of the U. S. A.. <lisapproved of the New Deal, h<'- 
caiific it was new ami almost ilecinred the President 
illegal. 

\nnn, — And wlial alK«il England? Surely these 
vidicnlous attempts were not made in (he home of Toliden 
nnd Smith? 

Dif>hnrd. — I am sorrv lo sav that the infection spieail 
even thcr‘c, Madame. England forgot free trade, ami pilerl 
np tariffs again.st the heUer judgments of her heller eco- 
nomists. 

Ai^-nn . — But why did they hiiild up tariff walls? 

Diehard. — After the war. there were so many itidus- 
tries clamouring for protection. Our industries llien 
<liscovered that they were infants too. Tn this they were 
honest. Madame, for manv of them are in their second 
childhood. 

Anna . — And which are these other countries? 

F. ll 


532 


DIEHARD IN DREAMLAND 


Dieh(inL—0\\, the whole of Europe; and even parts 
of Asin, Madame. To give you an example— India is 
one. There, all the eeonomisls are Lists. 

.1////^/, How are you interested in India, M’sieu . it 
IS so far a wav and after all does not concern ns. I do not 
rememlKT its name being meutione<l in the Atlantic 
(’hartor. which was drawn up leccmtly. 

The British (ioverinnenl is sending me 
tlu^reon a sperial mission, Ma<lanie. Mr. Aniery told me 
liimself I hat I was a man after his own heart, and that in 
India m\ (lualitics will Ik‘ duly apprtH-ialed. For there, J 
am Informed, llie (hwcriimcTit still helmvcs in e(‘<momic 

hi}ssfz hi'nf. . ,« 

Dmil.lU-ss then, iho iHH.pIc- llicrc an' fo.all) 


Iir<>S|HTO|lS, . • 

lUrhonl. No. Ma.lnm.', (hat iinforLutiato .•<miitr\ is 
ilu' .lassie- <as.- nf |>..Vfily it. ih.- it.i.lst ..f pl<‘iitv. 

Ihi( snirlv. t...w that ihpro is a wni' II 
(;.,v..,-uin.'nt .-aniint lot w.'ll ahmo? Ih-w will ihoy iia.t 

/j/VW/V -MiulaiiK", that is iho pfc.hloni, I am hc-H'}; 
s,.,il t.i s,.lv.'. It is (lillionlt as (ho pcplo aio s,, pam- 

,I».,«.-Thal oiiRhl not to slan.! in yoin wa> , 

'^'"‘/"•.VM/^y/.-Ma.Iaino, it .h«'s no.- Bnt wo laniiot 
i-oaliso o.mu«l. ihrouRh t.axation, Al laxa(,.m as y n 
l-iuAv 1^4 itjhhinc IVter to pav l^ud ; Imt in Jmlm, uie 
Ss a.r Mia^y and tr>o |.H.r. and the T'elers are ton 

Bill, M’sieu. why tronhle al>nnt taxing the 

nnhli.* wlicii l«>riowit>g is s*» nim h easier J 

Dirhorfi It is not easy in India. Msulame. I.UIui 
rhev think that thev are Uh> |«M)r to lend or foo patrio- 
tic ' They are full of false notions. 

Avn<i. — So wlial d<»yfm intend doing, M sieii Diehnid . 

r)if’}nu'(l These* |KH»|de c arinol save. Ma<lnTne, nuttney 

ran starve. Slarvalioii in India Is practically a tradition. 
They positively revel in fasts— I think I shall encourage 
the ha hit as a measiin* of wartime economy. As a matter 
of fa< t there i'^ a s<arcily of almost every nrticli* of noces- 

sitv in Tndio. 

• —But Ihore is always s<-ai-(-ity in wartime. 

Monsieur T remofnlK-r it was imt>ossil.l.. 1o ^ot silk 
stofkinRS in Now York twr. months aKo. 
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Diehard. — Mjiilariu*. hiil a riih nuiulrv dws 
without silk stockings iu warMiiic. A )i«>or cnuiUi v must 
do without food. 

AiuUf . — So tlieiv is liai'dl> anything in India' It 
must Ije VC' IV dillioull to oanv on the* wju* in Muh oimim- 
stauves. 

Diehard . — Madami*. thviv is a scaivitv of rvoi vthing 
except money. We (i>o liavc lamed llmi 'Maglciaji. He 
must shake* tlu* pagoila-trcv at »»ni* liiihling. c»r In* will he* 
arjAigiied under the Dcfeiuv of India Act. Tin* 
pagoda-tree is easy to cultivate. After all the seed is 
our sterling. Techuically. the shaking of ihi< tree is 
teuiKn) inflation. 

Anna. — AjhI what esailly is inflatitm' 

Diehard. -Maclaine, the Imlian ci<ai<>iiiists are still 
engaged in a heated debate on that (nobleni. Jf the 
goods are halved, that is called scaniiy, jf money is 
dou)>]ed. tiien tliat is «alled inllation. 

Aiiva. — \^\\l surely, M'sieii tlu* ratio is the same iJi 
both cases. AVlial is there to argue alsmt ' 

Ditdatrd. — .>I;nhnne. if yon were aecjuaiuted with the 
ways n{ economists yon w<niid know that lliey cither liave 
oJie name for two difTereni things. <ii* two names for the 
very same thing, 

A ana. — Doubtless. M’sien. a great asset to deal 
thinking. Hut how exactly can the pi“oblem ho tat^kled? 

Z>/V/c//7/, — Well. Madame, only statistics can give 
us the correct i>ro]K>rl}ons. But India (unnot afford 
statistics. The f>ot>ple tliere arv tiMi |hk)i* (o mcasui'C 
their poverty. 

Arina . — Dond Indian ei-oiioniists think of ])laiining 
for plenty? Or arc* they all diraniing c»f the so wonder- 
ful world of |H*r-r-feet i‘Om]K*ti(ioii yem had the temerity 
to show me ? 

Diehard. — Madame, all of thorn are keen an [ilan- 
ning. But what is the good of writing a Ixrok on how to 
plan feeding four hnndriHl millions when tlie Govern- 
ment refuses to plan for even one million t 

Anna. — Ah. I do fear that in Bengal there is a 
famine. Is this too. duo to hiysez^/a/re. M’siou? But 
if the Government has nothing to do. why are you being 
sent there at all ? 

Dief/i'ird. — Madame, the Government has a great 
deal to do. I^ut now it is oecupied with -linuiKang the 
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iiuikiiiL^ caiinmi ami raiiiiuii-foiUlcr. Wc must look to 
llio army at [ursiait. For ihou^^i wc are iload tmly m 
llu‘ loll”’ rmi. i1k‘ iiriiiv is dead in llie short lun. 

.1 Oh, M'sieii. I am weary of lisleiuiig to your 

dismal lale. Life in Soviet Russia seems not bad attei 
ail. I sui.iH.>e theie will lie still more plans in the post- 

ni'rlniril.—V\»H Of ho plan. Madame, 1 have while 
..snmimliiig niv Udiefs to ymi, l^•allsed an ancient truth. 

. I »/<-/. -Viid irlte iiispiration-this inspiration, 

Dirl, Ill'll - Tile \oiii.- of inv heart. Madame, crying 
ii, ,|.e uilderi.ess. It is Ihis-llnil no man can serve two 
maslers; for either he will hate the one, ^ 

nlliia-. or else he will hold to the one. and despise the 
oilier. ^■|'I 1 cannot sm-ve Ciod «»</ Mammon. 



ECONOMIC CONTROLS DURING THE WAR 

DISCISSION 

December Jo Ji, lUi-y 


B. R. Siicnoy. 

Plihcipal B. ll. J51u*iiny (AhintHlaliad) nui^lc* I lie 
following speech on this siibjcxt : — 

I wish to raise three |K)iiils. which have uc<'nricH 
njy mitui while 1 was Hstciiiiig to the papers ie;ol 

unitrols ainl t)ie 


In 

UlJ 

{lis- 


the subject of %var-time econojiiic 
eussion that followed. First, tlie iheurctical Imik.iound 
of rationing, second, the objective of rationing ami third- 
the alleged official ignoiance of the eloineiils nf llie 
poHiical economy of war. 

Haiioning of ionsumption goods, tlmugli' it limits 
personal consumption directly, is not. strictly speaking, 
essential to war finance. For, it is not tlnirngh raison- 
ijjg that additions are made to tlv' real %var fund of the 
nation, in the sense of the men. machiju's and materials 
essential for the prosecution of the war. It is not as 
if rationing cuts down the actual <lejnaud for consum)) 
tiou goods, thereby brings alsail a K'dnc.d production 
of them and thus sets fm* s<unc of the agmits of prodiim 
lion engaged in the ctmsujnptitm trades lor the benelU of 
tljc war ^nd. Though this is (piitc feasible Jheinvlical- 
ly, in practice, it is die other way alK>ut. For. it is 
administratively more convenient to cut down < ivHian 
supplies than to work the same thing up Ihiough ratirm- 
ing. Rationing would require the setting up of a large, 
costly and rather cumbimm machinery, which must neces- 
sarily take time, whereas the enttiug down of suppjics 
at theii source may be effected with much greater des- 
patch. Also, if the pitxluction of coiisumcis g(X)ds 'vero 
U) be left free, the device of rationing alone l>ejng relied 
upon to restrict their output, the <la tiger of leakages at 
the expense of the national war fund in the iiiacliuiory 
of rationing would be great. 

The real iustificalion for rationing, theivfore. must 
be sought not in the immediate and direct needs of war, 
but elsewhere. This takes us to the sec-ond point whioli 
I wish to make. The objective of rationing would .‘•eem 
to lie rather in the fear of the social place being threat- 
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oianl and iIk* possilili' luinnfiil rlYecls of tliis on the war 
rIYori, F(ii\ ill ihi* Jihsnuc of raHoniiii', as a result of 
tile keen sinig^de lt» smire a share of iho limited supplies, 
the distriluU ion of lonsumptioii goiuls among the masses 
of the [Hipulalion inav f.eeome ehaotie. Though the pro- 
portion of the total supplies i»f any staple aitiele of food 
ihai i' roii>unu'd hy (he rich may he small, they may ia- 
dulgo in hoarding large slocks of them. Among the 
nf the f eople. some limy he able to collect harely 
ila ii i'e<piiivmeiits, otliers li(tk‘ or nothing at all. And 
the < oiiM‘<juen( i's id' this may Iw* serious, especially in tree 
^l^un1rl^'^ willi itemocialie eoiislilulions. Such a state of 
a Hails ma\ also si'eiii inMiieal wlien tla* nation is sup- 
posed lo l>e engaged in a war which is aimed at rendering 
i)ie vvoild '^alV lor democracy. Ralioning, in other 
UMtds. i> e»<*nlial \n ihe mainlenainr of peace and (jaiet 
on the home front . 

When then* i oiisideral ions do not prevail. Ihe ueces 
sih for iiilrodming rationing is ii.rrespondiiigly less. 
Thix uonhl -eem to pr«*vide the hroad explanalion lot 
Hie ahseiiee of vnlioiiing in India on a connlrv-wide 
M-ale The eapaellv of the j«*oj>lr in (his eoinilry rrieek- 
l\ |o -idler I hi' ililheiillii's wlii* h may come their way is 
rhi-i. ami. if iMilale'l .IM nrlmiur.s do sometrmes arme. 
f\|MTience has shown that they ran he effectively over- 

Willi iIi...ikI., .InistK' .l.'vi.ja 

Als... III.' .-M'liMK i.ilmmisl ii.l nr -m s 

iM-..tli.-i willi iIk- iiH-vil;il.lr wni-hn.c ii-l.l.l i-ns i.m. C - 

„ ilniill > 11 '-" ' M 1 hi Mr rrM.I. res -t 111. 

tn iiiMi.l H imMhii..-n r-r i.iHi-n «i'M niU-mii!; 

whrli iM’ ll.''.- f-i- .•.‘•I IS s,. j;.r;il In (l.r .•;isr -1 

I ir.r,. ritirs li-w.-ri. ill wlil- h |>lilillr -|imi-ll is s|iccnill.V 
\n(7d and tin* fear of wMh-spii'arl and serious food riots 
may )ie Vi‘i v U'al. Hie f«ilanee r»f advantage's may Ih* on Hie 

..jdi* of rationing , .1 

'riii- would s<‘i*m to fu-ovnle the eorieet euc to Ihe 
nflir jal pollcv in Imlla with icganl to rationing, wliidi 
takc‘s os Wi ihv ifdrd ir.iiit vslinli I wish tr> nmke. If 
Hiere m rmt iianoiiwide ratinning in (mlm. lait only m 
-nmr si‘h‘i t i'llh'^ and towns, it is not fK*eans<- the (iovern 
iiietit r,f Hidla and tlieir advis-'i'^ aic' igncHaiit of the 
ineijoity and (he ])ossil»h* liarinfid efh'ets of it ii|>rjri the 
ic'^t of the c<iuti(rv. That in Hk* ahsi'iire of ratlonfng in 
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iho amntry*sl<lo. llu'iv is n thuij-or nf Ihr 
lira I nod of tlioir suf)|)lios I’nr ifio Ih'iu'lil of ilu* inwns 
iiiidor ollu ial iiuoiitivo or f>iosvnr<*. and (hat this iiriv 
rotuliM iniseralilo iho lo 1 i»f llir villa^t'is is imi a siin[>i<* 
loiollarv of tlio silualioii uliich <*asilv ilt*ri\od. 1| is 
ivriaiuly iml a ilis<’<jMMV of ifio (csniusl in India om 
ran tho ( rfivortnnoiit id* India and iludr nlliiial adsisris 
ho ignorant of smh an otrnuaiiarv |diriitaiirHoii . ('oil' 
sidoriti^' (lio vii'ws wliioli mhiio id' ns I mid wlih ro^jartl \<> 
rnt inning. os|u^oially (ha( ii is iImhu^Ii ralinnin^ liial 
rosouroos aio iiiado aval la Ido I'nr iho inii n] tlio 

war nfrioials. with j)i‘iha|)s j*roatoi' jnsl iriralioii. niii^hl 
rotort dial du' UhH is on tlio oilior lo|i;;. if '^miiio id* ns 
rojiio aoross ollioials in rliar^o id ladMidn^ wlm aro i(iiilo 
iiiiawaio of dio first piiiirijilos id* ils tlu'iiry, dio laso wo 
arc trying lo make is noi ostaldishod. Tlioso juofilo arr 
not ros))(>iisil)lo for die disa^ion mi ilir ipirsdnn of u bo- 
ther valioTiin^ should Ik‘ natimi wido or shoidd lio imifinod 
only lo the iimio noisv towns and oltics. I'orliaiis 
their opjiosile juimlK*rs in no [larl <d‘ tho world aro iiioro 
enliglilonod than ifioy witli royard lo iho throry of tho 
su]>jeot. Bill it soenis In iiu* riiiuli lo try to niaintain 
that pnlioy dor isiojis aro or havo lunai taken, during’ llio 
present wai\ in Delhi an<l Whilo-llall, <*oiii])lrtely ad vis- 
o<l as they are. with iiller ij^noraiioo of the elo- 
meiUs of tlie |M)lilioal eoonomy of war. This view may 
possifdy lie due to oin* failure tioarly to apiireciale the 
(jovernnienl'.s point of view, whii li, in many vital respeds 
is, ns it is honnd to U*. materially ilivergonl from that 
of. ours. Errors of jiidgmont apnri. from w'hioli none of 
ns can he wliollv frw. when wo .set* the (Jovornment’s 
<angle of vision am? inleresls, we would perhaps agree 
that Ihoir deoi.sions have Ijecn eai*efnlly ihnnglit ont anil, 
on the w'holo. well exeontetl. 

R. K. Bhan. 

When Dr, Bhan (Si inagar) was invited l<> sjieak he 
admitted that prioe ctmlrol measui*es Innl failed to fulfil 
the expcelatlons of those who were it.^i ardent ailvo<'ates 
blit that shouhl not anywav leail to defeatism. Tt was 
lime for introspection aiul immediate application of 
remedies however drastie they might he. While analys- 
ing the causes of failure the following ones appeared out- 
standing : — (1) psyohoif^ical fx»ople in this <‘Oiintry had so 
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Iniio !>cen iiccustomec! to free Economy that controls clul 
u<||^^Pi)enl to the psycholog>- of the masses. Lack ot 
c ivic or corporate sense ami public co-operation with the 
contrnlliiiir authorities were no mean obstacles. W /n® 
coiilrolliii” authorities, especially in food grams, bad to 

relv on statistics pertaining '''^"Itrol 

wlii.li, to -av least, were unreliable. (3) The c-ontro 
n,>pri,linciils were inaiiiied by ofTicei-s drafted from odd 
walks of lib-, who laikect U.tb tlieoi-etiea! am 
kiiowlr.Uc of probic-iiis eiitnisled to them. (4) I h. p i e 
c.iiiivl of commodities could hardly be 

;i hiH men sure of smc'ess in (ho fau- of ^'alIo])ln^ 

"""iTv' Hbatl'explained to the fonference t!ie greatc-r 
,l,.,ric.e c'lf smerss achieved by llis Highness <,overnmeii 
,T-m.iuu n.rl Kashmir in tlieir control 

ihc obstacles mentioned above wei-e sur nonnted i .>> 
,;„lwa,o.Kcssoftrial and error. He d.sagoved w th 
ilu. previ.ms speakers in that the regional .onlrols .oi l I- 
,i ell stand bv themselves wilboiit the control <.f Hu 
Contral ( ioverimwnl . Without minimising the 

.cordinalion at (he centre. Im asserted tlia 

.mailer regions, deleriiiined to .-iifor.-e tlieir .'oiitrnl 
scli-iac's hv ex.-irising a sIringeiU watch over (h.nr ac to 

vi.ies .ontd achieve a gi-cal deal of sim es-.. D Phan 

•clso ic-fcncd to other forms of conti-ol. especaallv ovc i 
,.a|.i(al.issnc-s aiid the eff.-el <.f sueli restn.tions in 
n,' tlsh India, on Indian Slates as it involves flight ol 
cai.ilal from the former to the latter 

J. J. Anjaria. 

M, .1 ,! Aiiiaria (Ilomhay) said that as regan s 

ihc theorelicnl implications of price control, (here c-onld 
ini-dlv lie aiiv diflVrc-ncr of o|.inKin amciig economists^ 
V es ei; just indices-, if it was sought b->ontrnl 
lickin' we iiii.lt go to the f..nTs heliir.-l thc-in. .Sciice the 
free- niarkel mechanism no longei- functions during wni- 
liine it IsHomes iiec-essary to siihstiliite at each stnj^ 
;vn,:,,,ue dcu-isions in place of the antomatic- imirkot ad- 
in'tmi-nls The I'.oint of discussion c-mld only be the 
Irwsihililies of siic-.ess of siieli measures in Tncha "i 
,’f tie unorganised character of our economy and the m- 
cm.-ienev of the admin.stratcve machinery. These diffi- 
cnltii's Were illustrated by the food situation in Bengal. 
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I'.Nvn llio siicioss i»l ilu* tivw JchkI [Hilji v Mr< MU r mimHuI 

Ihe iViihe iulopinl aJu*r iIk‘ {lv\-^ny {\,mun{\vv ^ 
wmikl de|H‘iKl ujH.n laHiivs lik,* [\w pr.plrs 
ojiorjil iofj :uul iIk* hJ* Uii* ndiMMiisiral i\<‘ jiun hiu 

<*kV. As irganis nilioning. tu iIksmv liu* ras,. was 

I'or all aiHMs. iirkati as wrll as nival, la I In* 
alisoiKCof raeioTiiag. ai llu* priio lixnl. ij„. drmaJid 
wcuM hv greater Hum llu- snj)|>k. This umM mran 
hhu'k Jiiarkels, <|iunu*s :m<l goju'ial Thu 

''puak<*r fould iu>i nm*jH I rimipal ShetJov's vww ihat 
had U'eu aHuiiujKoulnl |\n urban aryas an 
^raiunls n\‘ pnlitiral uxpudiumv Tin* rual u\planaijun 
\\a> ijinlu viiiipk* : ihe lask ol’ rahiMiiiii; ihc niral ))'»|uila- 
(iiai was simply hr\**iMl mir pjn*s<*iit a^liiilnisual ji»n As 
l]|jn|;s sh ihi at prusuiil. nnuianu* ihiiiI riils in India uadd 
\u>[ WMi'k av siun'ssrnlly as. say. in K , Tiii.^ point 

nnisi l.u k<*j>i in mind \\lu»ji advoualiiiH runtixjls sik li as. 
b>r <‘\ajn|)lo, anii inllalioM in^asma's. Wo nadd liut. 
^aii•h . iak<^ the same lilK*rlir»* with our eiononiir ."Vsioni ns 
sniiif nr her (onnlrioH enri. lieuausi* nf tills iH'lati\el> 
snuillor ellit'n<y of r»nr Kadml aiaangemunrs, 'I'lius. 
in regard to tho ToikI prf>b|i'm. simo a thorongldy ivritral; 
ised sysU'in of f)UH Ini'e and di^(rihnucln was jiol ))os- 
sihU*. lliuii* was a real danger Hint as urban rationing 
Miecee<ied. the rural aivas may liave (o sn/ler. unless 
ijupnils on n Jiuu'f» larger si'ale than that eiivisageil by the 
Oregory (’onmiiLtre wore forllieomlng. ft was di (lieu It, 
niitler present <oi)d it Ions, to eonceive ot a sarisraitovy 
system of [>i'oeuremenl wlileli would avoid incflhienev on 
Uie (me hand and any ctHurion f»r injustice on the other. 

O. G. Karye. 

Ihineipal 1), (T Kaive (Poona) made (lie following 
observations : — 

It is wrong to argue I hat Una use priee eontrol has 
failed in sojuc areas in lesjwt of .some commorlities ilic 
whole jirinciple should Ik* aKindoncd in favour of [imfit 
('(mirol, Fn fact the allege*! failure of partial price 
tontrol is in a large measui-e due to the fact that it was 
altemfitod piecemeal. When all ai'cas for all ess(‘ntial 
supplies are together put on a controlled basis price 
contiY)! will lie technically very much easier. Profit con- 
Irol. as an alternative to priee control, is a coui'so of action 
forced upon certain local administrations l)ecausc of their 
F. 12 
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inability to control the supply. To think of profit control 
ns nil alternative on a i-oniprehensive basis would not only 
be teehnieally unsound, but it would put a premium on 
price inflation. Whether for price or /or proht contiol 
the technical and administrative qualities of the ciio«n> 
sation set up to deal with them are very vital consideia- 
tions. Hv leaving the general admmistratne peisonnel 
of the Government to deal with the new responsibilities of 
.•out ml Government is denying to itself the services ot 
experts and experietUT.l people. Other eoiiuti les have 
dv’uMi Inigelv from lliesc classes to man their economic 
services. The same ought to lie done here. Moreovci m 
siicli niallers as |)i-oeineincnl and disInbiiUon '» I'^J' /j' 
of ilie levciuio and c'Neciilive machinery agneiilliivnl ami 
supply departments should Ih‘ put to use. 

S>-. Y. Ayyar. 

Mr. S, .\vvar (Dacca) s|M-alving on this tiibject 
made' the following rc-marks;- Icve 

Some spe-akers on the ciueslioii .d t-ntiols have 
<ut'''cslcd that the c-.oiiomisls had not l>c-eii cciiMdlcil mi 
inaUeva of control ami failure of ccmlicls must l.e timed 
lr> waul id' IcMliiiical knowledge on the pail oi a’iiiiiiiis- 
tialors 'I'liis seems lo me l•nlllel• very aTiiu-iiig and 
iiieielv indicates a sel f-eomplaeenc-y in the acadeiiiie eeo- 
iiomisl Cp to a degree- the ac-adc-mie economist is inti-vesr.- 
ing, lint "lien he goes on lo sav that he alone knows ami 
lhat all else niiist learn from him the talk larders on Mu 
n.li. ulou-. We all a..ice tlml there must 
..nnimis .lining war time Ib.t the sort of cent m b l ia 
wc- have hmi. Ras been full of climeulties T do "‘d 
i„ go the cchole range of cnlrol.s in Tmlia, but K 

nivsc-lf lo ilK- .|n.-stion of c^ntml of price.s m 
n, Heiig.d during the last few moiillis, I mnsi say nt 
Govi-riimi-ni started at the wrong end in ailemiiling 
lo tix eeilim- prices wilboiit proper arid ade.inad- |.ro- 
. nienieiit and without any proper machmery to j.iil into 
c-ffecl real price control. Last August when lie Bengal 
Government fixed maximum pnex-s for nee, ruv dis- 
appeared from the market and for some time people had 
to bnv aiivwhcre at any price. Some speakers have 
airilv 'induiged in the cheap jile that consumers who go 
to the black market must be punished very severely. 

remarkofl that the pmfifocr woll as tho 
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uoasuJiK*!' I nils I Ih* sIum ! Vcs, Imi wlm cieaii^d thi> type 
ot* pioiitoov' An»l if ji nuni has lc» siarvo far hUick 
iinnkr, or \viiilo. wc* tm\M »'at. anc| wo iiujM have to get 
our necessaries anyhow! Von iiiusi Iiavo lemaiiknl in 
Bengal to see the appalling misojy of llie [‘opulalion for 
jjionlhs, and it is a \\ under to me why the govern nieiii of 
the province and the connlry should not fjave >Unliod the 
problem eai'lier. 1 have ii(> douht in my mind that it 
was negligence or inability. When after finir >ears of 
waj\ governmeni liiids its^df in a j)ositlnn of uttei' ig- 
norance nr incapacity to work oiu Mdu'ines of elfective 
control of supply of the iKwssaries nf life, it fails in its 
essential dulres. Ivvcn after many iiinuth.s of experience 
••f famine conditions we in I Bengal ilistricis have yet to 
have a prnpej' scheme of ralioiiing uf foo.l-ffiains. We 
do not know even now how imich nr hnw I i life we shall 
gel for the next day <»r wrek, «'f the oss^ailial require- 
ments. We have no i>rn|>m‘ r»r adequate machinery for sue- 
I’cssful prcHiuemenl <0* sat is fact oiw d i si ri but ion — cssen- 
lial ff‘r anv scheme rd’ loniiol '»f prices. At Dacca, the 
Becomi city of Itengal. (lie I'eiitral Kelief ('ommittee 
fitarte<l functioning a.s a voluntary nrgaiii/atinn for the 
relief of the destitute du rijig the worst days of the famine 
and later hv a silent process ctm verted ilndf to the self 
imposed task of supplying food 'grains through the dif^'e 
rent mohallns in (he city's population. The nr^halla com 
mittccjs consist of honorary workej*s and it is n<*t wise t< 
tax these persons and strain their loyalties fur loo long 
It is difficult work, and the distributing machinery must 
function on a Inisiness l«isis and be nnrlcr the strictest con- 
trol and audit hv projwp* authority. Further (be work 
of rationing is the dii-ecl ivs|X)nsihili(y of grwernment and 
they must do it so tlial responsibility may be fac-ed. Co- 
operative Societies like the Tjiplicahe Crbiiu Co-operative 
Stores. Ltd,, which have done so much to assist llie govern- 
ment in Madras by acting ns dislrifnitlng agents in any 
rationing scheme are just the organj7.a(i<iUs that the gov- 
ernment should have em -on raged in Ikmgal, and failing 
that agency, the greatest nse must have hcen made of the 
trade agencies for working oi»( a rationing j^ heiue. (jOv- 
ernment is utidonhte<llv provide*! with qualified men who 
ai‘e or must l>e able lo think clearly and act strongly. Ra- 
tioning is essentially an julmiiilstraf ive [irohleni ami ninst 
be treated as such. If there be administrative inefficiency 
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well, there is no hope for rationing oi* ?iny thing of impor- 
tance to tlie aimnnai people. Let ns hope that the gov- 
ernnieiU of In<lia and the diherent pwvincial governments 
would lake the peo|)le into tlieir eoiiiidenee and even at 
this late houv try to work out n proper st-heme for an 
elTeetive of [jriees aiul aile(|liatc supply of impor- 

tant ai tides oT eaiisniupl ion. Tlie Inane front is as 
iin[K)rtaiil as the war and it w«ad(l he criininal to 

fail in feeding tin* people at home ii» the alleiupt to carry 
nti tlie war alnoad. 


M. G. Lakshmlnariu. 

Mr. M. d. l.aksliiriinarsM (I Jyderahad) who alsi; 
pari ici[)ale<l in the <liMnssinii on **Kioaonnc ( oiiti'ols 

spoke as nn<ler : — . . • 

I thought I laid a I'l iorily to sjh'ak lirst tins morning. 
Ihil otlu'is lia\e heen given i»\er riding Ihiorities. A l>ar- 
luirian and sliop. keeper. 1 (iiid i( dIMiciilt to speak alter 
rhe star speakeis, 1 ha\e lluaefoee a grievance against 

I lie Pivsidenl in his alli»t ineiil ol Ih loritios and Italioimig 
nf the Nhaiti As I listened to 'ujiu* 'd* the s])eedi<‘s 1 fell 
exaelh the saim* IVeling as I liad Vi'sterday when 1 was 

II viler nvei the Kaslern tihat- Mosi f»f I lie speakers have 
h(•ell^^lviIlg ovei an altilnde id’ 'Uer :;l>.(l00 ft. But my 
IVet are groitnded on this earlh. I)rs. Itndra and Madun 

I lie hnheil 'I'avlnr of this fmilVremv have been niterna- 
tivi'lv tiiiichiii" III' lii'ii'l n'l'l I 

111..'- lui'c riiii--i I'l I’ll"' iiu- »'•"•<« ''••'•‘I.' - ,P.’ - 1'-;"''’*-*- 
:i'.;«iuir nil inl.-iili'-i> -r itilio.in<n.,{ l».l.h.s. tins ileji t 
uiih il I li;i'<- lii'iu.l llic--sc slu-aki'is "illi HJiisnloiiibU 

"'*''’(ic'liriallv s|«-nkiiix f mi' a«iirllU'lil Wllli tliO 

lilaiikct Cc.iiliul' iiitirHliur.1 bv llii- (Ji.vciiiniciil of lii.liii, 
tbit will il siil'T llio imibleiii. (Iir pisililc-in of siiiiptying l ie 
ortlinaiv iicve-ssities of lifo .H i. n-.'.si.t.nble pvue to he 
1 ) 001 - aiiil imtiappv coiiiiH-yiiK'n of ours' that is the; 
>iobl<-iii In Itio t in iiiiislaii<-»-s tin- connlry tiiirls itselt 
lo.dav I wonder whether all llie iiiefl'e<liv<' and inellieient 
conti-ois aii<] anti-lioar<liii“ and |)i-olileerinii ..r.linamcs 
will be prcsIiK-ti'e of llu- desired ri'siilfs. 1 aiii honestly 
d.iiibifiil of the Onlin.onees pi-o.Iiic iiig and solving ibe food 
laotilem in this country. 

In r.F'.A.. and even in the fhitidi Isles llie eivilian 
• oiisumptiou <'f*imnands a fii'st rate Priority. fn our 
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rouiiirv we have Jio such ^noil fnruuu*. Win ih») a SHiiila t 
Pi iority be given to civilian consunifniuii in linlia ' 

L started a cash and carry |,nliiv nnn.cJi ih’ \ 

the hostilities broke enU in Kiinipe. I'von the I K \\<is 
euiupelleil to pay cash against lier purcliase-; in I S.A. 

liv should tiien an obliging thnernnu'ni [ iini laiirniv 
Holes lo linance the j)nrclia>v-‘ id’ llie ( 1 Oi viunetil' 

in tliis a)untry. althouglt ii niav Ih* ai;aiiis( ibe ^idling 
lialautrs ucciimulaled lo inn- civdii in l.niabiii. \\ ,« Iia\c 
lo-day alwut 870 crorcs of luni'iicy railes thrown iit llie 
(‘ounljy. without any appreciable iijcri*as<‘ in tlu' prndir lini 
of consumer c»r ca])lt;d gooiU. with llie n'siih llieic is n 
galloping in Hat ion. Everywlieie vinj mv ilr* -Jogan “I'se 
less j>aj)er fStill si^ much of nseh"*' pajier i< iiriiiU'd inln 
currency notes. Ilnw ean you stoji iiitlatiun mul tlie eon- 
sec^uent inereaM* in priees si» long as these Jmles an* being 
pnnteil and thrown inl<i the nuirket like i iiionia iiolin^sf 
If we are hnncsi alxait our i merit ions in i out rid prices we 
iiitisi Hud other metliods of Hnatu iiig tlie war than f>Miiting 
currency notes. Why not lire Aliioil (Jovernmenfs pav fm 
I heir purchases in this country in Hold cn* ll‘»ul jiipee Inaiis 
in this cf>untry f 

We have more than otH) cnnvs ot riifavs of si ei ling 
balances lo our credit in )<iaMbni. Win lea these lie >vu\ 
to Itulia oj' at least a considerable portion of it In* released 
for the purchase of capital goods very hadly iiceilcd in 
India ? 

('annda, Australia and V.SS K. lime taken advaii 
I age of tile situation created by this war and developprl 
I heir industries. Even now if India is allow e«l to r|evelo)i 
her industries the position \vould lie ilin'eront, 

India has Iwen made the Iwse for tlie S.K..\. opera- 
lioiis against Japan. We aiv deteiinim'd in l)j rowing 
^ajt dapaii from our ncighliourluHMi. Aiiiiy. navy an«j 
iiir-forcc from all the Allied conntrics imhuliiig Sintit.s’ 
and (hirtins' whitemen arc coming lo f>articipate in these 
opcia lions. Why not tliesc nations U‘ coin pd led to export 
food and other ('Onsumer goials lo meet (he r(*<|uirciiH*iits 
• >f their troops? We are told tlmt shipping is a fnolilciri, 

. If shipping sjiaev could easily lie made availalile lo bring 
whisky and toilets sui'cly shipping space i iailil lie -found 
for the export of food lo (his country. 

Witli the l<Kss of Hurnia. wc lost several nnllifais of 
tons of rice. Thei*e is no compensating entry, Im- 
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stead of conserving the available materials, the U.K.C.C., 
and uther huge corporations were allowed to operate on 
this market. Our transport and distiMbution methods 
have miserably failed. Every time an Ordj nance has 
heeu nroniulpatiHl, the materials aflected thereby have 
•rone into the' IMack Market. Black Markets are thriving 
Miicndiiilv and several people have been making millions 
in these black markets. How is it that these Black Markets 
are allowed to exist and operate' What action has been 
taken af^ainst the continuation of those Black Markets. 

MiUions of people are <lying out of starvation and 
llie various controls have not liriaight food to save (he 

starving millions. , 

We have heard of the campaign— grow more U>od. 
Startling figures of incivnsed acreage under crops nave 
been since this campaign was siarU»d. What ai-e the re- 
sults ' Ibov ('an you grow iinur food w'heii there arc no 
men. when (allle aiv lead into the buti'heis* shops, when 
therr no steel lo prrwide slvK'S to (he I'altle or Vyivs for 
the r arts or agricultural implemeiUs aiul when the eultiva- 
loi has no grain even for sowing' You will Iherclore aji- 
ineciaie mv seep(icism aUnil the utility <d these blanket 
(fuilrols. 'riiev ilo not. I am afraid, sedve the i)r(>h)eni. 
We nu1^( have* an energetic national frKxl police and 

Riii l<'iiK as ilu- ‘Singitpo'-*; Meiitfili y 
piovnils >uu\ s.. l.-iiK i.s th.- wiistUi.tir.n. rhnrnrt.-r ..nrl 
lioisrniiiH nf till- Oovf'iinnenl -f India .•emmns what il s, 
luT.- enn Ik- ik. .-rr.-. tiv,- The only elT.-rtivr solu- 

, i„„ .-oosisls in having a Government of the ne<.ple for the 
|,eo|.le. That will reslore coiifi.lem- an. that 
Ilu- pi-ohle.ri. ('.an you have il » If '..ii Don I. </o.l save 

US. (Cheers.) 

Prof N. Poduval {^tunnma/ai UnIvrrAify), Mr. 
M Abdui Quadir Vniri-rfily), 

(f,,!rh<...r Unircy>ily). Mr. V. V. R^analham, Prof- A- 1- 
Oureshi I Mr. B. Govinda Rao 

^ud/n-a U»iryy*!/y<. Mr. St^AlaulIah (.l/-.jarA Lnn-cr- 
.,7,/), Mr. J. Satyanarayana. Mr. K. S. S^ichalam, Prof. 
S.K. Rudra {yUlahoha.l Uonerxly). Dr. Lokanathan 
(EdUor, Ka>lyy., 

ru.’t-KrK,7v), Dr. V. K. R. V. Rao'/WA. ht„yry>^^y). Prof. 
C. N. Vakil Vnu'er»d\jS and Dr. A. Kn*hna»wamy 
(kadra^) alao participated in the di$cu»sion. 



CURRENCY EXPANSION DURING THE WAR 


Dl.^crsstay 


Jamioni 1. 


M. S\ Adiseshlah. 


Prof. M S. A'l isi'shlah (Ma<ltas) sjuiKt* a-; uiiWi'i* : 

The luiuhuncnlal failois opera ling iji oov eomoinv 
ln.(iay, wliiuh ileinand iiumeiliute and s<*i iuus atleuiioa, ai\' 
elear aihl obv ious, Xo useful j>ui|x»s<* is serveil either i<» 
. Goveinjiieiil or jHxjple hv vlividiug exiHul opinion on the 
issue into the .so-ealle<l monetary selutol and tijo so ea I led 
short -supply st'h(H>l, It is agrtVd on all hands that (he 
exiireneie^ at War Inive foreetl the (jovornnient io ereale 
siniultniieously the shori supply of consumer's gooils avail- 
al)le for eivilinn v'Olisumptioii and (he enormous inHation 
r)iu eurremv. Wliile the diversion of all kinds ol 
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goods aiul sei'Nicvs from vivilinn lo miiilary lequirenumt^ 
was and is unavoldafile, the inflaiuinaty process, l)y wliich 
this diversioti has lieen brought nixxit ami with whieh it i^ 
Iwing accompanied, is Iwth avoidable arul cunuilatdvcly 
disastrous. A unanimous cxpresssion of expert opiniot^ 
on the responsihilily of state for (he <lcereased slock 
of goods and services available for civilian use, 
which is not h^^wever peculiar to our War dxjiuany. 
and for the inflationary spiral of business incomes and 
prices, not found (o sucli'nn extent in any other ) belligerent 
(.“ountiv* is called for fi*om this c«bnferenc‘e at this stage. 
If the responsibility for this primary and secondary as|x*cts 
of inflation i*csts with tiovernment the remedial jneasiirea 
are then its responshilitv. The situation is s<*rions, and 
hence the measures called for, ai-e diflttuU and ilrastic. 
The termination of the present nrrangi*monts for financ Ing 
allied purchases in India, which have acted as (he main in- 
flationary factor, and Its l•epla<•elnent by other well-known 
methods of finance obtaining in other countries, are an im- 
mediate necessity. 

Failing this* course, and laking ns given and unchange- 
able the present nielhods of financing allied purcha^e.s in 
India, a rather more complicated and round-alvmt measure 
of neutralising the growing volume of note currency in this 
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country limy ioiisi(lfte<l. It is a method of control tried 
suctessfiiUy by (ieriimiiy in foreign exchange b.'foie the 
wnr iiml within the country after liie declaration ot War. 
Us adaptation to onr country would involve, first divulmg 
ecoiiomv into two sectors— the Uefenc'e seitor and the 
('i \ iliaii sector. Hv such methods as distim tive markings, 
clilYcrcnl miniherings, the note cnri-ency issued against 
sterling se< iii ii ies should lie kept witliin the Defence sectoi 
and should not he allowed to How into the ii\iliari i-e-tor. 
Seiondlv this would mean that the Del'eiiee sector iinist 
be made cominei-cially timl trcmomically sell-suHieieiil 
Virnis, fact .ries, letail stoirs and <)ther productU'n and 
l oiisiiinpl ion units should Ik- established willdii tlie mi:i 
larv sei lor covering the defence services and their nccoin- 
i.aiivin-' industrial (iinnlerparl such as worKers eagageil 
,.M \Vai work. 'l-hii-.nv a rate of ex.-lmnge wonl.l have t-i 
b<- ,-slahlisiie.l U-tw.-en the eiinyiiey use m Ibe 
Defence sector and that use<l in the ( ivilian sector to mm i 
ilie iioints at Mhich (he two-ectors come into contact with 
e ich oliicj'— c./r. the |>nrclmse of ci\ iiian goods tor iletent 
piii noses. Siuh pnn has,-s, liowever. must be leilnced to 
I he iiiininnini • ami this would 1 <• |K>ssil>le if farms and lac- 
1 , „ies and (inns are i.la.cl -lire, (ly in the Defcmr sector 
I'iiiallv plans iiiiisi III- made now for ].i(>viding inves'.meiit 
„p,.„ifunilies al tlie emi of War for those who hohl this 
in iho DelVme x-lor at a rate and in a manner 
llial noiild maxiniis,. ilie imhi.eineiit ami minimise the lack 
,.f immlive to pi-rHlmtivity in tin- jireseiit. 

[f this prop<«!d is not au-epted,- and with (h< 
l„,|i,i..al ami other limih.lioiis of the "''‘j’; 

l„i,deii.'d administrative i.mchinerv in our enunlM. the 
.bailees of its a.eeptame are small yet another line 
action .leiimnds immediate atlei.lioii, .\nd om-.i it I n 
dK.-lir- measure sugue.sled alsive .s a. repled, a <rilain 
amraint of lime is hound to elaiwe b-fore its imp, emeu 
and dining this p.iiod allernalue a.tion needs m 
I,. Mii.lertaken This aelioi. is .lemamle.i when .oiilem- 
pl-itiu" <m <'f lb" iisiM-ets of the vicious spiral rd intia 
lion in I or <ount.v Tlie ineirasing prohtabililv of m- 
dnstries eoga'reil in Defeiic.- prodm i ton. has inllaled busi- 
ness in<omes.'’ad<lcd on to lln- rise in priies nod worsenerl 
the position of li.ved income hol.h-i-s. There are two factors 
in our eeonomv wliieh aiv H'ii(|ne and which must hr 
laken into ionsideratirm here. First the Keynesian 
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gelk•n^li^a^ioll ilial in a given stuiahon Uu* |i( uiHUsilv 

I nnisi<loJx*i[ n I’airlv >CjiMe iMinlhin sty 

that an itn rease in the real innjihis ol' a cojaiiiiMill \ 
imt haul to an iiu-reaM* in its < oiisiiin|Uioii hv an 
alk<oluli‘ amcnM»l. applies with pivtiliar i’iii|>liasi'i in nui 
u)omrv tcMlay. For it is heiv that the sormiil laetor 
Mitors. Am I iliat is. ilutl I lie large mass oT (iiiisuiiua s in 
Miir fouiitrv are iiiiHiiiie hohlers. 'j'lie majuriu oT 

eotisujiiers are lixeil iimoine fiolih-rs lei liiiicalU ’ so raJlr</ 
aiiil agrivititiiral lalKmrers vvlio^o im-innvs are lo 

I are of I Ik* Jevivaseil sloeL of giHuls availahle for rivilran 
I oiisuinpl ion. ilie iiiltaleil mouimos of tin* hiisjness eoin 
inmiity ami llu* rise in jiriues. there has lake!i pliuv a 
tall in real inemnes as far as (lu* vast rnajorilv in oin 
txniiilry is e<»ni'i*riKMl, 'riiis fall in real imonie has been 
met hy an hu reasetl Jeiiiaml for itaisiimptinn gooils ami 
a (hH reas4* in mass saviims : ami ihis uoi*s on niiiinhilive' 


ly. l ilts siiivly Is the aea*pleil nnirhision of all nMKiern 
analysis (»l the jirojH'n'iily to <x>nsntiu* of ilie etammiiiity. 
J he f>nsilioii of ilie IimmI im ome hohh'i s *lhc vast riiajoi - 
ity of eojisittners in cnir ei atril ry —Inm sleaJily 'sorseiual 
uinl worsiaKKl al an alarniiiig rate. Tfu* ieim'<lies so far 
I lied lo meet tills silnalhm. i increasing d<Nirness 

alhiwanees. reversion to prc-eniigress regimes ami si'ah's of 
jiay, are worse llian the disi'use. Thev lemi to aeu'lerale 
(lie inllat ionary forees a( work. Honee a l arefiillv work- 
id out sihetiie of iiiefime (imtrol insnls i<» U* ajijilied iJi 
our eounlry. In (lie first instant- this eonhl \tc tried in 
(lie I'residetiey eities and larger towns as an iueoiii|iatu- 
tnont of rationing and priei* i'<>ii(n)f. All iticoincs above a. 
eer(nin level rnnsl k* iienlra lists! for (he d it rat ion tlie 
War aiul later gradually released Into investment am) 
reennstriiet Ion eliaiinols. The inaeliinery lecjiihed ftn* 
lliis is sinijile and availaiih*. It might lead tn migration 
of niclian ineomos to rural areas. That is a desirahle ileve- 
lopment fi'om the sihia) and it-onomic fioint of view, 
There is no i*st*af>e from a icoiiijireliensfvo sefietne of income 
control ill urban If inflationary tendencies are not 

allowed to run riot. 


I* M. Kapoor. 

Jhimlpal KafHMM* (Lahoix*) lirst ma>le il i fear that 
he was going to s;iv something wjiieli was likely to Ijc* 
very unpopular and ullac^rptablc to a large number of 
P. 13 
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I l,e i.R-i..liers of tiu- aiiiliciav. He was going , to, as he 
iHit it, eoniinil an a.-l of heresy. But he said 
lourled eheai) i>o[)iilarily and thal he had ‘•'O'” 
siuli acts of lieresv on some |jrcvioiis oeiasions also anU 
liad sulTered for lliein. Iml in his view *)“>■ ^ 

ihe less seieiUilie for the siinjile reason lliat it happtntU 

'"'Me'drew attenlion t.i llie world (reiuls in 
, nailers since the last war. He pointed out how out 
uf the .■onlril.nling canses of the 

loiiscieiiahlv loiii- drawn .ml de)iression of Hit latte 
iweiilies was the .Icllatioiiary 

l.e ihe world ill the «ake of th.' restoration of the golil 
't in'urd This deflationary ,>oliey had. however, to he 
alK.iidoned in Hid! aiul the worl.l lK:gaii "j , 

,,|,,,.,site direction in the early thirties ->f 

inllalionarv swing, i lierelore, had 'dreadv sl.i 1 1 < <1 a a 
Ihe worl.l ha. I Is-eii well on Hie way 

when it was .'anghl in the wliirhMii.l .d the presiiil i ai . 
ll'. did n..l 'leiiv, theiefou-. that inflation had taken place 
hilt that iiiflalii'm nas not rc;ill\ ha.l ns ll is .lepictc lo 

he Wliile the (lerinan FAp.-ri Irusl in early 

cleiirlv -h.iwc-.i Ihe .laiiger- involved in iiiihrnlle.l nil. 
lion the F.iedish lAiM'lielie.- of .'arlv ihllties iii.iv he 

of .leiivr the uliii.e.1 n ‘ I’ssan' 

l)\ kiTiiinfi ll iiinin Hiiil lluit M i>* 

Ill'll il Hill'll ••III '•!* •'(•»! ro) if oi\<v Ji ivsfirl is nia<u 

ill'i, " 'll. "f Sm 

wliieh there ... no ..iher way for e.scape . 

,h;, I, ihe resort to inilaliol. He .Icinie.l lllflatin 
..xmiisioi, of cnrreiuy lea.Iilig I-, n ,>i eei|nl.ms f- 
the value <.f ino.icv (ris,- in Hie priec level ill a si oil ) e n 
of limeoier aiel alsive 

ri.ditlv left the worsliip of gold "> l-•H aii.l iiiiitiicy 
hemintn expand. He thought Hint inslea. ..f iiiidateral 
acHon heiiig taken l.v one cmiilry at on.' liiiie and hy 
another .m aiioiher I'.eeasion. .1 w.nil.l have l.eeii lieltei 
if worhl ha.l inove.l in step an.l the enrieiicy 'hnos of t t 
..arlv tliirties liinl k-eii avonle. . On lop "f all th.it laiK 
the pres, .lit war. As is well known iherewero dv 
Hire.- st.K’k methods of filiali.uig -n.h ...lasli-ophes >>z., 
taxation Imrrowiiig. an.l iidhilom. 1‘nnemal Kaiiooi 
th.m.dit that no one could .suggest that only taxation 
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would ]invo yii'Idi'd satisfaHmy rc*>uUs. imr vtt\[\A {\\\n 
tioji ajul Ifornuviiiti: iimiJMnrd Milliir. Tlirrc was. ilu^to 
foie, no osyaju* fnan iullalidii. WUvu i|ii< was Hio 
(ioi) oven in a coimlrv like* Kiijilainl. India <<Mdd iiuf 
reasonably o\|>ool u> fiarl ulpau* in ilu* |»ros4‘ni war ami 
still avoid Uu* nooossity of inllaiion. Tl«*i'\ 11 < oiiso(|noiHo< 
con Id haw, however. Inxm am ic*ij>al od and inH^auiinns 
ought to have het*n lakoii >r» far as jiossihio to gii;ir«l 
against disasters td’ siarvaliim and iniscuA. Xt» oiu- 
cMUild deny that the |>ros*‘m famiin* in Hongal was at anv 
rate partly due to liu* jn‘c‘>oiil inflation lait wiili |>rn]u*i' 
rare and iiiajiagrinrnt a large* pan mI* tfu* nuserv rould 
have iieeii avoided. In ifie eai K iw<*niii's, Ihdiioiinil 
Kapoor fininled om . to*niian\ bad rrstn lrd in iiiHatioij 
on a far greater si*ale ihari India has done now ami still 
from Ids own |>ersoiial e»list»rvatioii (as he said ho visite<l 
(iernuinv ihriie let ween In* <iaild say ilial then* 

was nolldng like tin* Metigal DisaMei The war clenmmN 
for gooils were l•(^nnd to raise* prie es, I'his lomleiiev was 
equally lionnd lt» Ih> neeviilnaied as a r<*snll of the expan 
sicin of eiureiuy. .\ii ine*ti(al*le eMirise'(|noni I's of all this 
was a ebaiigo in the dhtiihiitjon foi ibe wense s i lar as 
large masses of peofde were* ermcenned. Prfre rfintrol 
and r'atloniiig wore. there*ftne. rie*eessan, 'I'ho forriu*i 
rouhl not possibly be o(Te*c (ive' witlioiil ih<* latti'r. wldrli 
was also iiei'ossary in tbe intorc'sl of ])i ev<*nt dig starvation 
the large massos f»f [mmu* jieniplo in onr I'oiinlry. No 
very great inlolligenee was ieHpilix‘d to I’oreser* this, 'rile 
nndcsiiane* <lesotopmerits. thorefore. onghl to have 
antieapnted nml ))rnvb]e<l for at all eosts. 

when all tins is said and done* the ni*w.«silV'' of in 
flation exadrl not Ik* deninl. \Vc* have sold large ntnonnts 
of gcKals to EnglamI hn* the pn»senitifin of war am) we 
have been [laid for (hem. An e\f>ansion c^f tlie media of 
exchange whether in the form of eioremy or in the 
form of er'edit was. (hervfoix*. Ijonnd to take pfa<x‘. Hise 
of prieos also was an equally iriiavoidable i'/msi‘(|neiieo. 
Ifi this rise^ of priex*s bud led to a sidlieacailly largr* ex pan* 
sion of protlnelion it wraild not ba\e nialteiod - nay it 
wonlel have beeai a nicM elesiralrlo develofnnord . Ivah from 
Iho point of view of InrliaV Kionoird<' uplift as well as 
foi- the pi*ofie<iiti<m the pwseiif war as smcessfiiDy as 
India could affor*! to make it. Bill in the al>s<-nce of a 
sufficient expansion of pifKlinlion s|>eculat ive rise of 
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Di ices was a iialural .oitsequenee. It is to be_ most re- 
arotted that i-vrii umlcr (his dire nec-essity the Government 
of India could not see their way to help Indian enter- 
prise and tlierelw expand production in this coin tiy^ 
Even if we had a nalional government we could not do 
without inflalinu. Till very recently ahims the whole 
of India with one voice was crying for Is. 4d. ixiiian^ 
rate as against Is. li<l. which meant that we oiitsehes 
wanted an expansive monetary 1>o1kv to '•<“ f°"owcd. II 
we had ioiiied the war on the side of the -‘^'’■es mdepen- 
.leiillv and not as a result of India heing a fiait of the 
Hriiish Eiupire we wiadd have inflated cair iiirrency tvcn 
to a. greater extent (taking, of coiii-w. precantioiis against 
llic (^'il r<)ns<»(iii<*iurs like s(nivjitloii). 

I ml in l»ns Ik^cojuc n cmliror tinitUry. \\v irqinie 
iiMi ni<nirv whmli lins heeii nrnCv.I .luring the prwnt 
war .\nd if India is to l.ave a (|n..k enough march on 
mail to c...nomi, |..t,>perily. w.; shall need much 
liioie, 'I'lie wlioleof Imliaii Economic- life is li. I'O com 

iilelelv overlmuled and e sliall rei|niie 

ninri- moaev for this than we haw ereated so far 
America after tlie lav| war .lid not imike 


C' 


Shr liimjier(*.l f.M' g.»hl nn<l 
I hi* vrlli»sv mein I wliiih wns only 


lu'r .retliliir jinsilimi. 

('ll ;i useless mmiml i^l i v ii 

,U.a.l weight an a.iilieial {i ‘ . a mule) gold in 

Slav llieiefore. ransomed the e.irrc-iu v systems -of all the 
ies of the- uorh! atui ih.-ongh that lh<; 'vorhl ec- r 

nomv as a whole She- gold and -'i;''' - 

,„.,.e|,l in the .lisc-harge of the ilehts i llic l c he 

;':.:.,|,rirs owed her. Whe-n she 

uric, rather than pn I . 

,h.. .iewlopmenl of resourCTs of the ’";'h’'elol'-d a- ts o 
the uorld. She hel|.,-d (iermany no .lonht < ' ' 

,,rov.-d to U- a hopeh-ssly wrong move hesause ' . this way 

she- c-nal.l.d (o-rmai.v to icarm hersc-lf for ‘""’I ^ ' 

r,„- the world. She was pc-rhaps lot n luid 

of aTfthis '.old and other resoarees for t lie development 
„f I,.., own 'iminsi l ies ami the eyplo.talion of t he natural 
gifts within her iK.rd.-rs, Ih.l .1 w.mhl have, lu.c-n hel et 
"f her ac-euimilated wealth was put itilo servie,. of nil- 

rleveluiX'.! vounOies. i i • 

WV cm the conliaiv are in a |.osinoi. and also iii vei.t 

great n...d to make as;- of on.- c-redilor position in so 

nuinv wnvs. 


* • T 1* 

Wv enn hiiy up foreign (tmeorns in imun. 
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We can s<»Ivt* llu* mosi siniiMi'; of rnrnl imlolil 

ednes?^, Wc <*un itnlnM riuli/o <»iir aii<l di*vcli>p 

onr ciHiiinnnicatinns. \\v <ari star! invosi iti^' al)rc»ad. 
We ('an expand oni* Uinkin^ wliirli is iiidi^pensalilc 
tile advancemeiil of our Irmle arni huluslri as well as 
our ngricnllure. For all iliis >Ye need proper lanali/a 
tinu of tile funds that \vi* liavi* aix nainlale<i. lint ue 
want a national plan for eii>rioniie ri^’iaislniei ion wliieh 
will he <*arried out hy a National tioverniiunit which nio 
forlnnately we lio not |>ossi*ss. 'fhe Inoihle the re fori' 
not (^iinoniic p.e.. inflation) laii fMilitical 


Y. R. Pillai. 

Prof. \*. U, Pi Mai (Travamnre) od'ered the following 
r(‘iiiarks 

It innv 1)0 snid tlnii tin* fin^si'rit iiillatlon in Jinlia i<. 
and IS not. tin* eonser|nenei* t»f a hihlgi‘1 didii il Tiiesiihth* 
dlKtiiulioii Indwecni an inlliHion eauseil hy a diieii InnigtH 
delieit and one lauseil \>\ an iinliri'd delii it arising out of 
oxpenilitnre on aiciMiiU of another t/overritneiit . gives Uic 
chu* lo the explanation of tliis apjaireni fiaradox. So far 
ns the Indian Inidgi't is coiuvrrieil. the delii its of ilio \\'ai 
years aJid the ilefeiut' e\|a*ndilnre c»n ciifdtal a((<»nn( 
have fieen more than eovinitl liv tlie imnMM' in in])ee dehl 
and fhi' sales of silver. Hnl the ruf^ee liiiaine jirovided h,v 
the (Jovernmeiit for ilie British and Allied war expoiulilnre 
in fndin. against llie payment of sterling, has a(i‘<»nnt- 
ed for n, vast expansion td* currency with all its inflation 
orv coiisoaiienies. The inflation in India is thus seen h 


to 


l)e the indirect result of a hndgel deficit in FJigland, 
whose ‘incidence has l)eon im|>orlecl into’ this ((uiiilrv hv 
the present nrrangojnent for proviiliiig rupee finaiU'e. 

The disliiiclioji helween a dimt <lefi(it and an in* 
diT'cct deficit is. however, fnndajnental fr^om the point 
of view of inflation. Or, B. K. Mailan. in his paper, 
lias t'ightly .stressed this jmirU. and sliown how the ulti- 
mate as well ns the imnuHliate elTects lend to U* <liher(‘nt 
in the two cases, Tlie (iiinneing of a ilim t deficil f'v 
the issue of a<l<lilional pnivhasing f>ower would he a 
‘naked inflation’ without any cover for the new note.s. 
Tn the <'ase of an indireet defic it, on the othc*r hand, I he 
Tiote.s will get (he hac'king of as.s(»ls i vend rod froni the 
foreign conntjy, on whose aecount the e\|)endif uro is in- 
curred. In tlie former case, the i)ubHc react ion would 
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be so pronoun wi thnt iho efiocls wouW tend to be cunm* 
lative a lid ihv frojii tin* cunvnty may rapid h* 

maiiifesl wiib <iisasiitms irnise<jm‘rK'es on (he intei*- 

nsil iHonoiiiv. Ilk (he lalU*r. (hr fkossession of assets 
makes all (he ditVeivniv. Thcs<' assets, while fijrinijig I lie 
basis of enriH’iU'V expansion in (he present, may Iji* ex- 
peileil (i» iu i ns a |n»lentlnl resej voir foi* finniping the 
iiiilatinri \]\ llie rnlnrt‘. I iiiiuedialtdy als»». it may liohi 
(lie iiiflat iomM'> leinlelUA in eheek hy ils (avournhie f)sy- 
< lif ikigieni e heels on piililic* H»nfidi‘iht'. 

\o one will rllsptUo iIm* sfMUidness <if (hese iheoreHc al 
pi'o|>o»il if iii^ : bill (heir appli<*ati<in lo (ht' attiial eomb 
lions of Indian eeoinnny tins given n«nii for imu'h eonfu 
sioii f»f llioiiglil ll is t*flen f»verl(M»l<(‘<l llial lh<‘ im/Mn* 
lanre of (he above disl liiel if ni belweeii a dir(*<*t and an 
inilireei fleliell binges, r»»l iHily <»n I he exist erne oi 
assies, bill also f)ii (heir nnliire and r(si)i/nhility . In 
ibe f*nse fiT [mlia, iIm* lingi* neeiiinidal ion of sterling 
assi<is has gl\eM rise lf> Jiisl misgivings in (yrlain 
f|iiarlers If lb*' a^^si*!' were in gfihl. llu'ir univejsnl 
;u ee)ilnbil ll V and llie jn'ffvjwei of n'lnlv i‘Xeliaiigpabilrly 
\\>i gofnU ill \\'t‘ fiihire, vvillitnil fear of loss, woiihl li;iv<' 
had n jirofoiind inflnmite <iii 1 he nilliiiale, il not (he iin 
median*. f>f)xiiinri *riie '‘anie taiiiif*! U* sniil id sl(‘rllng 
I list Is. It iv feaieil dial in view r»f llie litiuida 
lion fil (In* hulk of IbilaMi s c*\ternal r<'sonrees, and (lie 
ereaiiifMK goiulli in her iinlehteiliiess, <lie may 1 h' faeeil 
willi an aflvei'se balaiiK* of payiiienls in (he posl wai 
pet lod . vv hii Jr nii*j hi depress ihi' value of slerling i(wdr. 
.S'M.iidlv ir T. helfJ to In- nnlikelv dial Hrilain. widi her 
^ompeiilive f)oMlif.n in I he wmhl markets eonsrflernMv 
w.'akf'Hed will be able lo proilmi* all ex|wnl surplus 
•.iifbueiil In lifpiiflale her frhiigal i* ms in die n<*ar Intiiiv, 
'I’hi' feali/alifui fd’ da* sterling asM‘ls. llunefnie, wdl 
pr'eseiil all th*' bahliiig emii|)h*\i( if's fd I lie I ransfer 
problian’ wilh vvlrieh die wnild is onl\ Unt familiar. The 
expel if'iM e of India uidi dir* < mn|»aj al i vely small sl^aling 
linlaiiees nfl.'r lie* la^i uai is aUf» not em rmragiiig. 
'riiiidiv. I lie -nnliie.* b.ilaii* I's ibeiiiM'lves may f>rf>ve 
iletrimeTilai In oiir ror**i<'n liade by giving it a flifeetioT) 
wliieh is in'esf apable l.a-.dy. die pes^i mists may evr'i) 
Minnd a rmle fif warning ihai all the* pions hof>es of )}nsl 
war rc'eniisl riietioM lia^efl on sterling assels are a little 


[>irmalnM‘ liebne the hnal allofalifiii of (hr wnr expen- 
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iliUiiv is jnaJi* iuul Uio voliiiiu* nl* iIh’m* iMlann's is 
known . 

All llu'so fimsi<li»i al ions iuv roles aid lo an oxaiiiiiia 
lion of ihoelViHlsof iiiUnlion in liHlia riu* lir^i Ijimhii 
Mq ix'iKtiuns to llu' growth t»r iiillulioii fsiti'iit iai . 
oviiU’Oil In the inoronsial hoMingxof Ii4|ni<l niones aiol (lio 
upward Iroinl in the oasli halanu*x of ili<* (oiniiu'ri ia) 
hanks, cannot 1 k‘ oxpwicd in Iasi Umg. This is gradual- 
ly roflccled in the air uS snspioion with sshirfi llie piihlir 
views our rapidly auainndatiiig siorliiig assets and thoir 
nipoo counterparts, A flight fnmi iho nirioiirv to 
goods is a I really in cvhirnoo. ^^spinialTv in Uu* rural 
areas. Tims the I'omparalivo advantagi’>' da i mod lor 
an indirect hndget deheit aiv grcu(l> mini mill'd In the 
nature of these rtss<‘ts In a ilie prcM*nl form of 

tnflaCion is oven more Inmchorons tlian a dired oik'. 
hccause, in the t^asiMd' a diriN t inMalion. tho immcdiati' 

' reaction to it and llie fear id* irM|ionding rlisaslm 
Would set (Orlain I i mils: ^^|Ioreas, here*, in (la I ion 
apace goading fH^opli* into tju* ludiof tfiat <*very(hing will 
right ilsi*lf once tin* war is over, on the hasjs of a 
smirity wliicli might after all imwe illusory. 



lis* 

ri 

the ii'xuli of an 
oe<»Momi<’ theory 
right I V enough, 


T. Hanumantha Rao, 

Mr. 'J'. liamuaaiitha Kao [loinled mu that llio dis* 
Utietioi) drawn hy Dr, Madan Udwivn ifu* ‘Siareiiv 
>>011001' and the Alonelary ScliiKd is 
iricomprehensive niulerstn tilling of (he 

an<l its implications. He himself has. «... , 

observed in his Pa|K*r. llial tlie prohleias of inflation and 
•senreity are the (wo faivls of tjie S 4 ime pnihlein. the 
diversion of real resonn'Cs from (dvilian to war s<‘rvires, 
lUit he never tries t<» bring out the relationship hetwuui 
scarcity or shortage of giHsIs and <*urrcney eviiaiisimi. An 
attempt in (his direc tion woiiM have enabled i)r. Madan to 
visualise the lu-obleni in a lurid relief and suggest tno 
I'ight remedies. Hut., curiously, lie lalchcs tin* wrong^ 
strain and goes <ai to argue out the ways and means ot 
lighting out inflation paying lifi sy in pally to ‘PitHiuc- 
tion’ AS a good but irntnactleablc measnn*. This wjiy 
may he lepreseiitative of the intollirtmd muddle in 
which a large immU'r of our eemioiiiisls ami ifiose 
Simla are to Ix’ found due (o a bad imitation of 
British economists. Or [lerhaps, it may be 


at 

the 

the 
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iDtelleiliml dislioiuvslv. ihe chief feature of the admmistra- 
lion that moulds our ileslinies. 

If tlio oi auv lnK)k tni *llislory of the Ecoiioiiiic 

TliouylU.’ ni*o I limed Imek. I lie lirst impression one gets 
llu* llexihilily ninl tlie al^soiice of permanency of ah 
llie c<mco|)ls in oni* science. To take the concept of ni' 
flalioii, in I lie da vs i»f the Mercantilists it meant an 
increase in the vuluine of curii'iicy over and alxive tiie 
securilv c»f I lie precious iiielals. We find next, au in- 
direct tampering' wiili lli(‘ delinilion. in llie shape of 
purlin;; llie gold .<<'<urit\ lo a lower fiercentage. I'liose 
svert* tiiiU's \vln*n gold lould liol lie olitaiiiod in profuse as 
lirtoie. 'riien we aie iislicred into a peri oil when I he 
di’llnilioii of iidlalioii lias U'en recasl. The e< incept ol 
piiec levc'l prcdoiiiinalos. Il was at tliis tiiiKs tlie dis- 
liinlion lias 1 m*cii drawn Is'lsveeii ‘jiricx' iJdlalmji and 
'MiniieUns iidlanon*. Thus (lie prohiciii of inllalnui was 
iiiseparaiiK related lo (fie prodiiclive stages id Die soeiely. 

1 1 ha^ lo U‘ viewed Ihroiigh (he mirror rd' jandtiel loiidcye) 

nf ilir 'riie disliiielioii iKiweeii ‘iiriee inlla- 

lioii* and ‘inoiielaiy in (la I ion* was a mressily only in Ine 
.-.lage of 'opliiiniiM proelnct i<iii* of mursi'. a relalive opti- 

j, distiiiclioii inlendi'd lo ensure a f>re<asioii m oni 

IviMiwIcilge id‘ (tie pi*<idiar prolileiiis cropping up U) I lie 
taler slagi^ of eapilalisiii. 

If wi* jiivi dive di*i'[» U'liind (lie mere veihiage r;l 
dc-lini(ions v\i* sliall learn lliat wliat we call ‘iriilalioir is 

a of (he siage of opliMiiiiii imKliielinu. I hat 

I'S wliv (‘Sen in connlries like Ihilaiu and Aincirea. iiiila* 
iM.ii' K I'jivonr.-il r.\.-r lli<- iv'l ;is llie l.csl nu'llioil of war 
lilialMf ill llie .Mill 'la«rs. silirc- il ^wilclics oil till- CIDHo- 
inir Slalom I.. Ilir loti ’I''” sUi-c Is ivaHioc 

cxpiiiisloii of inrreMi v is ol (lie nature cit a IiiurKaid. It 
m the first move in (In* game of piodnct ion-dri vc. 01 
• <.insc* smiie friclifm is fsMiiid l<i 1 h* geiicratecl when the 
(ciuilrlaium is disluil»<»fl ami llie prnduelivo inac'hme is 
foreod on (o a higher f»lane. Ihit i.f (he spontaneous urge 
of the* c'confanie svsteiii to gi*<»w is suppressed liy artificial 
irieHiods. c\)jaTisinii of ciirK'iiev gives rise to scarcity, 
mis(‘rv and fleath The <jiily ahernalive is to eliminate 
the* fac tcM's dial (end lo liriiig aUnit and eximnsion of 
C’uriein v. Then ran ( we resorf (o laxaticni and liorrow* 
iiig' Taxalioii and lM*rrowing also firing afiout the effec^ts 
of currency expansion fiut along a clifTei-ent path. While 
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currency cxpnnRion tpjulsj lo wiili’n flio ere me on ic t^tnutiirp 
and thereby satisfy tbt^ now <iomnnil. i a x;ir inn anri Imr- 
I'owing operates through ourlailmont nf rivil mjnvmoni. 
in the case of war linan<e. The s(-o|h' f(»r Hio n|it‘nition 
foj’ these weapons is aK<ohiloIy liniiteil in edutilrios like 
India when* the chief fnohleni is one nf utnler-pKnlnc* 
tion. Tlie economy of onr ctmiilry htvnks vcj'v snnn nndei 
taxation and lK‘)rrowiiig than under indalion. U'canse tin* 
there can he no point lower ilinn the lowest. As far as 
India is conocrnetl, the posit imi ran ho c*iitirclv snniniaris- 
c*d as follows: ‘Iiurease iiro«liuf ion if ymj want ns to 
contrihute to the war effort if yon arc not pr<*paic(l to 
expand onr productive nnuhinery. h*ave im a Inin* wjifh 
out deman<Iiiig any sa<'ririiH*s from us/ Even then we 
cannot coin))letely shelve away the prnfilem of pmdnction. 
The preoccupation of r»ihcr c«»uniries in a lr»ialjtarian war 
cannot hut generate vibrations of mot inn whjrh we ex- 
perience in the shajjo of si*an'ity 

We can now appreciate the pit fa I Is one is apt to fall in 
when blindly itnitating onr n)iii varies in Europe and 
America. For example. Dr. Mndan. traditionally 
enough, assumes that inflation is mcthml of war finanr e and 
thence begins to suggest a ruuulv'r of melf>o<1s to fight if 
out, as taxation. Defeiu'C loans, etc* The eflecls of these 
cannot he otherwise than <lisastrous. (icneval sin nip, in* 
crease of nnernplovnicnt. and ret)et it ion r>f the Bengal 
tragedy on a wirier S4'ale, in short, shaking the 
economic system out of earth hv shaking the tree 
to and fro. will Ih* the re.sult. Thus, although the 
difference between the scarcity and the monetary schools 
seems, at the outset, to lie one of emphasis, yet when wp 
thrash it a little further, wo find that the emphasis is a 
very vital and a crucial one A i-ormt one too. With- 
out this analysis we cannot explain the existence st<Ic by 
side of starvation and a low veW itv of numelaiT (urcula- 
tion, especially of hank defwwits, T tan. therefore, add in 
conclusion, that the cry of inflation is a fottlish one. At 
the best it can he a mischievous one. The whole firnhleni 
that confronts us now is “nnder-pixKluction”. There are 
methods to inci^ease our pmtliiction only if we have the will 
to do so. China stands as a glaring example In this direc- 
tion. Why, even in England, bv the policy of ‘army feed- 
ing itself’,* 10,000 acres were brought under cultivation by 
the end of 1942. 

F. 14 
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U. s. MaJhotra. 

Mr. D. K. Malhotra (Lahore) spoke as under:— 

iL appears lo me lhat it is too late in the day to deny 
rither (he existenee or the seriousness of inflation in India. 
U would not Ik' iwm-t lo hold lhat merely beeause adjust- 
menlK lo a higher level of priees do lake plaw. in course oi 
lime, such a rise is of no consequenc-e. ()ne has to go into 
the incidence of these adjustments on the daily lives of 
millions of people. It is fiom this standpoint that the 
whole question of inflation in India has to 1^ examined. 
The speed at which currency ha-s lieen expanding since the 
beginning of 104-2 has lieen almost terrific. On the averse 
Rs 20 to 25 croi-es of fresh currency have gone into circula- 
tion every month, and there ai-e no s^s of an abatement 
in the speed of currency expansion. There can be no doubt 
ibat this currency expansion has had its effect on prices, 
though of course', not every rise in prices nor the whole ot 
the rise in prices can tie attributed to currency expansion. 

The problem of inflation in India is a problem of 
<»rowing diR6*q«ilibriuiT) in two directions. In the first 
nlftce there is a growing maladjustment between the total 
quantity of currency in circulation and the economic ac* 
Uvity which has to be carried on with its aid. Accurate 
data about the different aspects of wartime economic activity 
in India are not available. But from such figures and 
estimates of production — agricultural and industrial— as 
are available, it would appear that economic activity 
has not expanded beyond 20—25 per cent, above the pre- 
war level. Note circulation which is the most important 
constituent item of currency circulation in India has, on 
the other hand, increased by more than 350 per cent, It 
would require quite an amazing feat of faith to believe tfiat 
(his big expansion of currency is not a serious matter from 
the point of view of either the present or the future of 
this country The second type of mal- adjustment that 
has developed in India is that between the amounts of 
ourrencv expansion and real resources in the two sectors 
of economy, fe.. the war sector and the civil sec^r. It 
is to l»e attributed to the system of war finance followd 
in India, and to its failure to draw off the purchas- 
ing power that has been flowing into the civil sec- 
tor ns a result of wartime increa^ in employment and in- 
comes. and presssing on the diminishing quantity of real 
resources available for consumption in the civil sector. 
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Directly the process of iiiHalion arises t'ruin (he in- 
ability of the Cjoveiiimeiil of India to u»vcr (he wljolc 
their disbursements including (hose* on Wialf cd' the Allied 
Governments by means of noji-inflati»iJiar\ niclliods. 
Taxation and burrosving have sntti<v<l in India ((» cuvei' 
(he disbursements of the Governniein nf India on Ihoir 
own aec'ount, but they have not sufliwl to cuvei the Iota I 
disbursements. The gap (has crealiul has been lilled In 
the issue of fresh currency. Thus it won hi ap[>ear thal 
inflation in India is a by-pixnluct of the svstem of wav 
finance wliieh itself has Ir'cii pre>st'd ijuo the service ut 
the policy of transferring i-esouixvs to war use. 

A nunil)er of remedies have l)ecn suggested to counter* 
act the expansion of curivnty, hut the one w filch goes to 
tlie root of the matter would aim at a reduction in the 
total volume of Government dishuisemenU. That would, 
of course, imply a reduction in Goveinment of Jrulia's 
contribution to the total war eflorl, hut it need not mean 
a contraction in the total war ohort iist^lf. A f>ai*t of tlic 
financial burden of war now Iteing \>oruv bv In<fia slunild 
1)0 sliiftcd on to the shmildets of the Allicil natfoMs. 'Hjevr 
must be some kiiu) i>f coriYS|>ondoiKv U*(\veeii Imnleii^ 
borne and the capacity to U*ar IheJii. The aid of inlla 
tion is Invoked basleully U'eausc the ccnintry is eilher JioL 
willing or not able lo Ix'ar the financial cost r»f wai, and 
the rcJHcdy for iiiflalinii would >mii fo lie in llie ilirei - 
lion of incJCasiiig the willingJiess as well as the capadtv 
to bear it. 

D. 0. K*rf6. 

J’rinci()al Jh G, KarveV ufis<*rva(ioUs wi'ce as Inilnws : 

We cannot f»e in a |s;stljori {a lake a .scirnCilh* vii'W »'t 
Mie cuvreiiey e.\paiiHi*m that is ^r»ltig on unless wc «h‘eide 
a preliminary Issue. ‘How inueli fiul of the exi.stijig and 
pros|H‘C‘l i VC product Ion is i<j Ih* iI netted for war purposes' 
V S.A., and U.K, have drfiiiile iuhinital hm and ideas on 
this suhjoeC for fheirown c»nitili*y. (hir GovcrrimeiU does 
not siYin U) lx? clear on this vital ,<(uesllon. 'They go on 
i^ctipg uj) to (he demands made on rliern l»> Hie Bvihsfi 
,9nd American auHioritirs and thus an iiti< lio ked anmuut 
of fresh euiTencv agaiiisl sterling is lieiMg issnr<h No 
amoupt of cauiion ami aiili inflatiouary measures wil 
bflp in remedying a situation which is rendered worse und 
worse every day by unjustifiable drafts on the nation s 
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resources. Once we conie out of the anti-diluvian dajjs 
of automatic currency, we have to idealise that money is 
only an instrument of economic policy, and it is the ^ds 
and the substance of this policy that maters more th^ 
some preconceived notions of currency orthodoxy or ad- 
ministrative expediency. During the last war tiovern- 
rnent thought, against the advice of Indian expeH opiDion> 
that to issue inconvertible paper money and to deprecia^ 
the silver contents of the ru|>ee were unthinkable proposi- 
tions ill the Indian context. They have adopted these 
things now, and the country has uUcen the situation 
This has a moral for the present situation. If a controlled 
economy— production, distribution and comsumption— is 
an urgent sCK'ial necessity, let the Government adopt it 
and adiust the monetary mechanism to suit the ultimate 
objective. Haphazar.! aiul .Iriftiijg action is only ^ 
iiig maximum sacriliw for tliose who are the least able to 

bear it. 

c. W. B. Zacharias. 

Mr. C.W.H, Zacharias gave the following speech 
As a stucteut of • Economics 1 am greatly coiiceruecl 
with the question whether llie iiiHalion we are hayiig .is 
deheit iiiduted or not. To this question Dr. Madan ni 
liis speech has given a two-fold answer, yes and no. wow 
over he emphasized the fact that the expenditure of Gov- 
ernuienl in India inclu'liug its own exMiiditure ana the 
rapciiditure incurred on Udialf of 

in excess of revenue, aixl so it was right to call a dehcit 

induced inflation. Tiiis jumbling together of two different 

kiiitls of evneiiditui-e does not seem to me to te proper, 
III resiiect 'of expenditure which the Government in India 
. ueu, I iag on lUalf of H.M. 

ill- as an agent, and for all purchases im^e it gets paid 
in'’8U'rliiiu ^As long as the Government has stcrlmg as- 

It 'cm'^im us noW. the two kinds of expnd, ture have to 
lie kent separate. When that is done it will l>e cleaily 
seen t^at tEere is no delicit in India. Jn this wnnection 
I would make a strong plea for nsu.g terms m 
with exact and unambiguous meaning. The charge is 
often levelled against Economists that their phraseolo^ 
is vague and amihguous. The modern tendency 
'ec6nokiisu of all lands is to develop a terminology of their 
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own with cxufUiYss ul’ lucaiiiny aiul I U’lieM* ilia I svu l‘"i 
ill India diould adu|)l (hat praHuv. 

The trublc in India lo-day a^ I mv ii lliiU Hic iic'v 
money that is Udn^ erealod vvitli as bucking is 

utilized foi* linancing (he piiiTlias** i»f ninsninpiiun gmnls. 
If only that money were u(i)i/r<i for investment \ve \\niil<l 
not Iiave inflation in tlie eouiKrv. I eannoi agree witli 
Mr. tSatyanarayana's slateinent dial addrtiona) i ui rene\ 
when used U> Hnaiiee iliveslinenl will still liave inllat imia! > 
efteets because of tlie lime lag. Wo ahvavs have* Iho lime 
lag with us. It is inescapable. l( i.^ [ireseiil in war and 
in peaee. Hiu during fKac'C lime wo indulge in invest 
ment without deriving inflationary elfnls and 1 do not 
think there is anything s|>ec*ial aUmt war whkli should 
lead to thU result. 

As an antidnfliitioiiarv measure higher ta.valion is 
soinetiines suggested in Imlia. I( is argued dial simi^ 
the burdens have inevitably u* \k Ixniie it is belier tiial 
they are eejuitahly distribuled, aiul that uould bi* eMeded 
through higher' ta.xation. 1 <jui(e agree with rlie Nieu 
that Uie most equilable distribution of war burdens will 
bo through taxation, and I also )N*lieve dial lire psu hnlogi 
cal dillicullies in die w'a> of higher' taxation are greallv 
exaggerated. During a war period |)tH)f)le ai'e prepared 
to bear heavier burdens knowing thal (he economic bni'deiis 
of the wai' Jiave netvssarily (o lie Ujiiie by (he pi'esent 
generation , 'I'lie i^'caiomic edncari*iri even in u nnintry like 
India is suftic ieiilly liigb to warraril liiglun lax a I ion. Si ill 
ill ihe present lirciimslauivs higher (axalioii i.s ileaily 
ruled out in liuJia. With what justi heal inn can tlie (iov- 
ernmenl of fndia go (o (he legislaUnv and ask for higher' 
taxation when ils own Inulgel is baluiU'ed by taxi's and 
loans? Taxation lieing ruled out. I would ask dm I oii- 
fereiK'e to give mor'e serious consl<lera(ion to twr) firofiosals 
(hat h<ave erx* now lietm made. viz., raising of ihe rate of 
interest a ml riel inking of the rujH'e with s(erliiig I am 
not incllnotl trr reject these off-haml as Dr. Madan has 
done. I claim for thes<» (wo ineasiir'os (he same lieuchls 
as wei'e claimed liv I'rof. Vakil for* gold sales. If the 
rate of inU'i-est is ‘r aised and the Government suci'ceds in 
I'aising more money bv wav of loans, (he less need there 
will Ire for injection *of lurr'pnyy into circulation. 1 
would also advocate the separation of the rupw from the 
sterling. Delinking should be accompanied by the offei 
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(if sterling securities for sale to the Indian public by the 
Government. There are enough rich men in India who 
may be tempted to purchase sterling if it is offered at 
a lower price. Immediately after the last war when the 
German mark was tottering, speculative pui^chasers were 
not lacking in India, and I believe enough buyers of 
sterling too will be forthcoming in this country. This 
transfer of sterling securities iiom the Government to 
the people will undoubtedly be an anti-inflationary mea- 
sure. 


Prof. Muthiah, Mr. T. T. Krishnamachari, Prof. C N. 
Vakil {Bombay University), Dr. Lokanathan {Editor, 
Eastern Economist), Dr. V.K.R. V. Rao {Delhi University) 

and Dr. Cyan Chand {Patna University) also participated 
n the discussion. 


Disouselon on Other Topics 

Prof. Govindarajan and Mr. M. K. Muniswamy 
participated in the discussion on " Regulation of Banking 
in India. 

Dr. Cyan Chand (Pa/na Cnivcrsily). Dr. Qureshi 
(Osmania Unircr-'iHy). Mr. Hanumantha Rao, Mr. K. T. 
Merchant, and Prof. K.C. Ramakrishnan participated m 
the discussion on Recent Structural Changes in the 
Capitalistic Economy.*^ 



REPORT FOR THE YEAR ENDING 3l8t MAY. 1042. 

THE INDIAN ECONOMIC ASSOCIATION. 

The minjher of mcmhei-j^ on 31st May. 1042, was 171 
as (-ompai*ed with 175 in 1041. 

The finanolnl position of the Association <‘onlinnes 
to ))e sound, the cash h.alanet‘ at the end of year heinf* 
Rs. 5555/14/10, l^'sides. in aitordaniv with llie agree- 
ment with the journal, the Reserve Fund is jointly held 
hy the Association and the Allahabad University. The 
income realised fi-om subscriptions is enough to cover the 
coat of the journal, hut the Conference numbers continue 
to be a heavy drain on the Asscku at ion’s resources. The 
thanks of the Association ai-e dne to Mr. S. V. Vaidya- 
natha Aiyar, B.A., G.D.A.. R.A., of Delhi who was 
requested to act as Honors 17 Auditor in view of the 
transfer of the Secretaiy to Delhi and has atidited the ac- 
counts of the year under reporl. 

Invitations were sent to all the Directors of Public 
Instruction, Heads of the Affiliated Colleges, and the 
^ various departments of Government with a request that 

facilities should be given to the teachers of Economics to 
attend the conference. 

I took over charge of the office of Secretary from 
February, 1942; and I am greatly indebted to the previous 
secretary, now the President, Dr. B. V. Narayanswami 
Naidu and Members of the Executive Committee for their 
help and co-operation. My task has also been made easy 
by the sympathetic consideration I have received from 
members of the Association and the Managing Mitor o 
^ the Indian Journal of Economics. 


iOth December » t 942 , 
Delhi University^ Delhi. 
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REPORT FOR THE YEAR ENDING 31st MAY. 1943. 
THE INDIAN EC^ONOMIC ASSOITATION. 


The number of memix'rs on 31st May. 1943, wos 1G4 
as compared with 171 last year. The fall in membersbip 
is perhaps due to the abnormal c'onditioiis created by ibo 
War and the postixmement of the Confeivnce twice during 
the year. Two life nieml)ers were enrolled during the 
year. 

The hnnneial position of the Associalion continues 
to be sound. The cash balance on 31st May, 1943, was 
Re. 3861/6/11 compared with Rs. 5555/14/10 last year; 
but the fall is wholly due to the fact that the Association 
has now paid off its dues of Re. 1460/6/10 to the journal 
and has actually a ci‘edit balance of Rs. 370/2/10 with 
them. The thanks of the Association are due to the Hon. 
Auditor, Mr, S. Vaidyajiatba Aiyar, B. A., G. D. A., 
R. A., for auditing the accounts of the year under j'eport. 

Conditions have been abnormal during the year; but 
I hope that things will prove more satisfactory during the 
next year. I am greatly indebted to the President and 
Members of the Executive Committee for their help and 
co-operation. T am also thankful to the members of the 
Association and the Managing Editor of the Journal for 
the sympathetic consideration 1 have received throughout 
the year. 

mlOth December, 194$. 

Delhi University, Delhi. 


Honoraiy Secretary. 
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ANNUAL GENERAL MEETING OF THE 
INDIAN ECONOMIC ASSOCIATION. 


T wenty’Sh'th Vof^ftsreucei Mitdras Ufiivers'Uy. 
December 10 /, J — Jannanj, 10 1,1, ■ 

The Annual General Meeting of the Indian Economic 
Association was held in the Madi’as University Buildings 
on the 31st December. 1043 at 3 p.m. 

Present 

Dr. B. V. Narayanaswamy Naidu. M.A., B.Com., Bh U,, 
Principal.. Phchaiappa’s ‘College. President. 

J D.K. Malhotra, osq. 

2. Principal D.G. Karvc. 

3. Principal LM. Kopcor. 

4. J.R. Shroff, Esq. 

5. R.K. Bhan. Esq. 

6. T. Ramachandra Rao, Esq. 

7. M.G. Lakshin inarasu. Esq 

8. B. Ranga Reddy. Esq. 

9. Prof. C.N. Vakil- 
10 Prof. J-P- Niyogi. 

11. Prof. RN- Poduval. 

12. M. Abdul Qadii . Esq. 

13. J.S. Raj, Esq. 

14. J.J. Anjaria, Esq. 

15. T. Satyanarayana Rao, Esq 

16. A. Bernerdelli, Esq. 

17. K.T. Merchant, Esq. 

18. B. Govinda Rao. Esq- 

19. P. Sri Raman, Esq. 

20. Dr. A.I. Quieshi, 
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21. Dr. V.S. Krishna. 

22. K.(', Rainakrishnan. Esq 

23. V.E. Pillai, Esq. 

24. Dr- V K-R.V. Rao. 

25- Dr. P.S. Lokanathan. 

26- Dr. M.S. Natarajan. 

27. Prof. Gy an Chand. 

25. Dr. A. Krishnaswamy. 

29. Dr. B.K. Madan. 

30. S. Vaidyantha Ayyai. Esq. 

31 y. Ata Ullah, Esq. 

32 Dj*. M.S. Adiseshiah. 

33 Prof. S.K- Rudra, 

1. TIr* Association placed o» record its feeling of 
grief at the death of Prof. N. S. Suhba Rao. Sir Jehaii- 
gir Coyajec and Prof. S- G. Beri and resolved that its 
sympathv in (heir loss Ik* conveyed to the families of the 
ilcccnsed. 

2. The minuU*s of the lust Annual General Meet- 
ing held at Bombay wei*e coiifiiwcd. 

3. The report of Hony. Secretary and Treasui'cr 
niid the audited statement of accounts for the years end- 
ing 31 St May, 1042 and 31 si May, 1043 were considered 
and approved. 

4. The following subjects were selected for dis- 
cussion at the next Conference 

(a) Transition from War to Peace Economy. 

(I)) Inleinutional Economic Co-operation. 

(c) Social Security with special reference to 

India. 

(d) A current topic to l)e decided later by the 

Exetiitivc Committee- 
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5. The following offit-o bearers were unanimousiv 
elected for 1944 : 

President 

Piof. L. K. Hyder, Aligarh University. 

Secretari/ and Treasurer:— 

Prof. V. K. R. V. Rao. Delhi Universitv. 

% 

Hon. Local Sccretart^'.^ 

To be decided later. 

Members of the Executive Committee : 

1. Prof. Gyan Chand. Patna University. 

*2. Prof. V. G. Kale. Poona, 

3. Dr. H. L- Dey, Dacca University. 

4. Prof. S. K. Rudra. Allahabad University. 

5. Dr. L- C. Jain. Panjah University. 

6- Dr. B. V. Narayanaswaini. Madras, 

7. Dr. A- I. Qureshi. Osmania University. 

8. Dr. B. K. Madan, Bombay. 

9. Prof. C. N. Vakil, Bombay University. 

10. Prof. V. L. D'Souza, Mysore Universit)'. 

11. Prof- J. P. Niyogi, Calcutta University. 

12. Dr. P. S. Lokanathan. Delhi. 

6. It was resolved that the Hon, Auditor, Mr. S, V. 
Vaidyanatha Aiyar. B.A., O.D.A., B,A. be thanked foj' 
his kindness in auditing the accounts of the Association 
for the years 1941*42 and ]942<43; and that he be request- 
ed to act as Hony. Auditor for the year 1944. 

7. The following gentlemen were elected to je pre- 
sent the Association on the Board of the Journal : 

1. Prof- V. G. Kale, 

2. Dr. .P. S. Lokanathan. 

3. Dr. A. 1. Qureshi. 

4. Prof. D. Ghosh. 
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8. It was resolved that the venue of the next con- 
I’efenie be determined by the Seci'etary in consultation 
with the President. 

9. The following i-esolutionj were passed on the 
ivcoinmendation of the Executive Committ^ : 

(a) That a permanent Fund of the Association be 

started to which all subscriptions from life 
members be ci'edited and invested in G. P. 
Notes. 

• - 

(b) (i) That the Association's contrai-t with the 

University of Allahabad regarding the 
the Journal l)e terminated as soon as pos- 
sible and that the necessary notice be '•sent 
to the University by the Secretary. 

(ii) That a ('ommittee consisting of the Presi- 
dent, the Secretary, Prof,. Vakil, Prof. 
Uyan Chand and Prof. Rtidra be appointed 
to formulate definite proposals regarding 
the future of the Journal for being placed 
before the next annual meeting of the Awo- 
ciation. 

(c) That a committee consisting of Prof. M. K- 

Uhosh (Convener), Dr. S. G. Panandikar, 
Principal D. G.. Karve. and Principal I. 
M. Ka|MK>r be appointed to prepare a me- 
morandum (to be printed in the next con- 
ference number) on the syllabuses in Com- 
merce and Statistics in Indian Universities 
and that this be discussed at the next 
ronference. 

10. A vol»C)f thanks was passed to the Madras 
University, thi* organisers of the Conference and the le- 
tiring office-bearers of the Association. 


(Sd.) V. K. R V. Rao, 
Hony. Secretary. 


(Sd.) B. V. Narayanaswami, 

President' 



